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A test of the attractiveness of enhancements

‘to the Veterans' Educational Assistance Program (VEAP?) has been

underway since January 1979. The enhancements, called VEAP
to high school graduates in mental categories who enlist

are linmited

"kickers,"

in +he Army's comba* arms or in certain of the Navy's sea-going

engineering

ratings. Examined from the perspective of the services,

the VEAP kicker ‘does not appear to be as attractive an enlistment
incentive as might be supposed. Cash erlistmen+t bonuses for

“ three-year enlistees should be more cost-effective.

Alternatively,

eliminating the current mental category restrictisn of the kicker
would raise costs per recrui* but should yield a much greater
response of well-motivated recruits. I+ would also reduce the
‘likelihood of discrimination charges being raised against the VEAP
kicker program, which disproportionately disqualifies blacks and
other minorities. Four recommendations for research and policy action

emerge from the analysis: (1)

the VEAP kicker possibly should be.

eliminated as a selective enlistmeat incentive in favor of straight

enlistment boruses:

(2) if the kicker is retained, it should be

‘offered to 211 high school graduate combat arms enlistees; (3) the

attrition and retention of ‘current kicker

participants should be

‘monitored: ard (4) to improve the attractiveness of VEAP, interest
should be paid or individual and.goverimen* contributions. (KC)
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engineering ratings. The curfént Army kicker of $4000 for tﬁree-year.
enlistees nearly doubles the total goVernﬁent contribution té a
participaﬁt's VEAP fund; but if rgcruits viéw the present discounted
value of the'kicker as an increment to their first-term pay, the $4000
kicker can reasomably be expeéted t§ add‘no more thanv6 percent fo
enlistments ofv"high-qﬁalipy" recruits.

'"Examined from the perspective of the services, the VEAP kicker does
not appear to be =s attractive an eniistment incentive as ﬁight be sup-
posed. Cash enlistment bonuses for three-year ehlistees should be more
cost effective. Alternatively, eliminating the current mental category
restriction of the kicker would raise costs ﬁer additional recruit some-
what but should yield a much greater response of well-motivated.
recruits. It would also reduce thg likelihood éf discrimination charges
being raised against the VEAP kickér program, which disproportionately
disqualifies.blacks and.other minorities.

Veterans' educational benefits can play a valuable role in improv-

"ing the educational attainment level of disadvantaged young people.

They also offer substantial assistance to veterans making the transition

to civilian life, although VEAP is less effective iﬂ this regard than
was the GI Biil.' Society as a whole benefits ffqm the enhanced educa-
tion of some of its members, perhaps even more than dé the individuals
directly aided. The VEAP kicker, however, appears to be solely a
recfuiting tool.

Four recommendations for research and policy action emerge from the
analysis. First, serious consideration should be‘given to eliminating ’

the VEAP kicker as a selective enlistment incentive in favor of straight
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enlistment bonuses. Second, if the kicker := retained it should be

offered to all HSDG comzat arms enlistees. “hird, the attrition an<

- retention behavior of current kicker parti-_pants should bs carefulil:

monitored. Finally, to improve the attract:veness of VEAP. interest

should be paid on incivicdual and government contributions.

og)
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I. INTRODUCTION

Near the =nd of Worldear II, the féderal govermme=: first became
involved in direct assistapée to students when Congréss<e:acted a pro-
gram of educationzl banéfits for military veterans that s-on besame
known as the GI Bill. Since that time, more than 17 mill:on individuals
have received benefits under three GI B111s [1] In f: <&l year 1978, GI
B111 outlays totaled $3.1 b11110n makrng the GI Bill. as it had been ir
previous years, the largest single federal program of student aid;

Eligibility for the present Vietaam Era GI Bill ‘Pubiic Law 89-358
‘came to an end on December 31, 1976. Individuals who have begun theit
.militery service since that date cannot receive G} Bill edu:ationall
benefits, but are eligible instead for benefits under a progzram that
operates differently frsm and is much’less generous than the GI Bill,
the Veterans' Educational Assistance Program (VEAP) Participants in
VEAP must build upqan educat10na1 fund through monthly contrlbutlons
while they are in the service. These contrlbutlons are later matched
two for one by the Veterans Administration. -Soﬁe have contended that
the change in programs led to significantly lower enllstment rates among
hlgh school diploma’ graduates (HSDG) with hlgh mental ability in fiscal

years 1978 and 1979.[2] In ‘those years, there were 30 percent fewer

[1] Almost 17 A million by April 1978. Yeterans Administration
(1978), p. 14. _
[2] See, for example, Hunter and Nelson (1979), pp. 47-53.

o
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total DoD accessicz: 27 "high-quality" males than in the previous two
. : 4 ; i L twe

A
\

years.[1] : . | o\

Seeking ways to reverse this decline, and to help the services
> 4 LY .

. . L . . L
recruit for the hard-to-fill combat arms specialties and seagoing:

engineering ratings, Congress in 1978 directed the Secretary of Defense
to test the attractiveness of a two4year'en1istment option and increased
VEAP .benefits, as enlistment incentives for the Army and Navy. 1In the

2 .
resultant test, which became known as the Multiple Option Recruiting

fxperiment (MORE), the services offered various combinations of the

two-year tour and enhanced educational benefits in different areas of

d <

the country, generally tied to service in the combat arms in the Army
and seagoing‘éngineering skills in thezNévy. The Ma;ine Corps'also
tésted a8 two-year option on a limited basis. All tests were designed to
last’ for one year, the Army ‘test beginning on Jgnuéry 1, 1979, the Navy

‘and'Mafine Corps tests on March 1, 19797"The Army test was cut ‘short on

December 4, 1979, however, when the enhanced benefit option wés extended °

3
-

nationwide and the two-year option to all but a small part of the coun-
try.
In mandating these: tests, Congress expiicitly recognized that

veterans' educational benefits can play a role in attracting volunteers
: )

into military service but implicitly raised the questions of exactly -

[1] Throughout this report, "high-quality" will be taken to mean
high school diploma graduates (not holders of GED certificates) in men-
tal categories I, II, and IIIa. These categories are intended to encom-
pass the top half of all service-age young people, as determined by
scores on general aptitude portions of the Armed Services Vocational
Aptitude Battery (ASVAB). :

b

Ry,

c
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what that role can and should béf”hA>c6mp1ete analysis of veterans' edu-
cational benefits cannot be performed until the aﬁalysis of MORE is fin-

ished and until it is possibi: to observe the in-service ‘behavior of the

young men and women attracted torthe-Army and Navy‘by lhe enhanceﬁ'bene-
fits. This study does examine veteraﬁ;y educational_benefits from;ﬁhe
perspéctives ofvthe potentialurecruit; of the military services, and of
socjety as a whole..

The examination qf benefits from the.perspective of the potential
recruit (Section II) poses two quesgid;s:"(l) how great w;s the décline
in the value po'the individual of the ;aﬁcational beﬁef@t offering when
the se;;ices switched from the GI Bill to VEAP; and (2) can enhancements
to the gducational benefits available under VEAP, in the form of lu%p-

sum contributions by the services (the VEAP "kicker"), be expected to

elicit a sizable enlistment response? In answer to the first, the

‘analysis indicates that VEAP provides a much smaller enlistment incen-

El

tive than did the GI Bill, and that what incentive it does provide is

being steadily eroded by inflation. On the second, the VEAP kicker

‘cannot be expected to reverse the decline in enlistments, .and in fact

should add no more than 6 percent to the supply of high-quality
recruits.

Conclﬁéions about the desirability of enhanced eaugétional beﬁefits
from theQSeryice§'.perépectiveé (Section III) are mﬁch more tentative.

Two separate issues are involved: the cost-effectiveness of the VEAP

3

kicker relative to alternative enlistment incentives and the loggé:;term

I'4

'personnel management questions of the éffects of postservice educational

benefits on attrition and retention. If the goal is to attract high-
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quality enlistees to the combat arms, the kéﬁker is almost certainly
more cost effective than a general pay increase, but its superiority

over more selective pay incentives, such as bonuses, is less clear. Two
. ol N . - '

alternative <incentives are examined: extending the kicker to lower -

quality enlistees dnd offering an enlistment bonus to three-year combat

3

.arms enlistees. The current quality restriction is desigred to minimize

first-term attrition, but the recruits attracted by the kicker--even.

those of lower quality--probably would be particularly well motivated

and therefore likely to complete their first terms. A three-year bonus
would attract some recruits who otherwise would enlist for the existing

four-year combat arms bonus, but it would also attract as many new
, . .

‘recruits as the VEAP kicker at a substantially smaller cost “Retention
npast the first term should be. enhanced by a switch to a bonus, because

postserVice educational benefits, particularly as they are currently

- N

“n . ‘y
structured in VEAP and the VEAP kicker, provide a strong incentive for

o . -

participants to ]eave the service. e - ‘ :

- B ) . »

Veterans' educational benefits will enhance society's’ welfare \Sec- )

tion IV) if indiVidual investment in education would be less than
optimal in the absence of such,benefits. Because young people cannot
freely borrow against their futuretearnings thf latter is likely to be
the case. Moreover, the'disadvantaged youths who seem‘to be.-most
attracted by VEAP probably face particularly severe.difficulties inf'(
fingacing their educations. The value ‘'of educational benefits in
aSSisting the readJustment of veterans to civilian life cannot be over-
o

looked Veterans.generally fare better in- the civilian economy than do

P
&)

1

eav






nonveterans,tl] suggesting.that the GI Bill and VEAP may have pgovided
valiuable readjuStment assistance. Finally, from society's v1ewp01nt the
reStrlCthP of the VEAP kicker to high- quallty recruits may be ineffi-
-cient, and certainly appears tuv be inequitable. The restriction is
ﬁ}neffieient if the earnings capacities of some of the excluded-recruits
Qould be as substantially enhanced by educat10na1 assistance as those of
klcPer -eligible enllstees, 1t is 1nequ1tab1e because it denies certain
individuals equal accese to a major federal student aid program.

Uneeual treatment may be~ju§tifiable, but any justification must'recog-
nize that blacks and other minorities are cverrepresented in the ~group
of enllstees deemed unquallfled for the VEAP kicker.

Several recommendat ions (Sectién V) emerge from the anaiysis
pfeseﬁted hefe glrs;, serious con51derat10n should be~given to elim--
inating the VEAP kicker in favor of an enllstment bones for th*ee -year
HSDG(gnllstees in the combat arms, if p0551b1e on an exper1menta1 ba51s
Second, To. make VEAP more attractlve, 1n;erest.shou1d be pald-on the
1nd1v1dua1 s VEAP fund,,1nclgd1ng,the.two~for~one matching funds and any
kicker earned; throeghout the life of the %und, Third, if thetVEAP
kicker iS getained it.shopld be “extended to higﬁ sehool,greduate'

categor§ IIIbaenlistees, and possibly category IVs, unless clear evi-
. . ¢ G, -

dence can be found to show that these groups have.substahtially higher

attrition rates in the combat arms than do category IIlas. -Fourth, as

.
i

(1] Congressianal Budget Office (1978), pp. 9411. For a more com-
plete examination of this phenomenon see De Tray (1980). ‘
{ ' ! . " ! . ! . . v




data become available the attrition and teenllstment behaV1or of basic

VEAP and VEAP kicker part1c1pants should be monitored carefully.

I




II. VEAP, THE GI BILE, AND THE INDIVIDUAL

On October 1, 1976, Congress passed Public Law 94- 502, the
Yeterans Education and Employment Assistance Act of 1976. This act
ended the natlen s largeSt federal program of educational essistance to
indi?iduals, the Gl Bill, by terminating eligibility for benefits under
Chapter 34, Title 38, USC, for persons entering active duty ln the mili-
tary serviees after December 31, 1976. -In place of the GI Bill, PL 94-
502 eefablished a new Chapte; 32, phe Veterens Educatlonal A551stance
Program (VEAP) . Although similar in purposeféo the GI Bill 'VEAP
differs 1n many 1mportant detalls of operation from the pregram it

replaced In partlcular

1. VEAP reeuires the in&ividual‘to contribute $50 to $75 per month

for a minlmUm of 12 months in order ;oareceive.benefits. The -

'.'Gl.Bill reQuiréd no'indivldual coqgributions.

é. ﬁonthly benefit levels under VEAP are determlned_by theitotal
emeunt of the iﬂaivi&Ual's.contributions,twhich are ﬁatched on
a two-for-one basls by the VeteranslAdmlnlstratlon (va). . Bene-
vflt levels under the GI Blll were set by law “and were’ 1ncreased
perlodlcally during the llfe of the’ program. ‘

3. VEAP provides benefits for-a maximum ofi36 monéhs. GI Bill
.benefitsicould be received'for as'loqg as 45 months.

4. Under VEAP the eervices may offer enhancementﬁ to thelindi-
vidual's fundiéé enlistment incentives for soﬁe ef’all
eategefiee of enlistees, The Glbﬁlll was a VA program only,

<

d o “. . lc:;

-~l



with no provisions allowing the services to vary the benefits

to accomplish personnel management objectives.

To what extent has recruiting suffered as a result of this change
in educational benefit programs? This question, of obvious policy
import, ls unfortunately very difficult to answer. .A direct test com- :
pari:.g pre- and post-change time series on numbers of enlistments is not
likely to yield a definitive answer_because this vas not the only change
in enlistment policies that took place in 1976-77, and. other unknown
factors might also-have affected enlistmentsl A partial answer might be

obtainable, hOWever, if we could accurately compare the value to the

1nd1v1dual en11stee of the benefits provided by the two prograrms .

[}

" Because benefit levels under the GI Blll changed pellodlcally throughout

the 1960s and l970s, a time series analysis of enllstment levels might-

make it poss1ble to assess the effects of changes in 1nd1v1dual bene-

fits.
' In fact, afmonetary comparison of VEAP and the GI Bill is far from
straightforward. The . d1fferences that are llsted above between the two:

programs mean that not only the benefit level but the t1me pattern of

pavments differ between the two programs. Th1s t1me_pattern difference

-t

. is crucial If military pay were raised by 1 percent more young people

would be. inclined to enllst each year. If that increase were comb1ned

w1th a change to pay1ng service members for the month Just past, rather

‘than for the coming month we could no longer be sure that the enllst-
ment-rate would rise. It would only 1f young people will "in general
g1ve up $1.00 today for $1.01 one month from today "In order to compare

the pre- and post change -pay levels, therefore, we would have to compute

16



the present discounted value (PDV) of each package--their values to the
individual at the time of enlistment.

Present disCounted value is a useful and commonly usad concept
where comparisons of differing time streams of payments or receipts are
required but computing PDVs requires that values be assumed (or
measured) for certain key variables. In particular, one must kncw the
real time rate of discount of the individuals involved--the premiun (r)
that must-be‘offered to induce them to give np Y dollars today in return
for (1 + r)Y dollars one year from today. In a world of changing
prices, where one dollar today can buy more (or less) than one dollar a
year from now, we must also know the ;atét(é) at which the individuals
- eXpect prices to rise over that year. Y dollats today, then, are equal
in value_to_(l + r)(li# p)Y dbllarsbone vear from today.

A further‘complication arises when GI Bill and VEAé benefitsmare

s compared hecause'GI'Bill benefits were periodically increased An indi-l
Vidual enlisting under the GI Bill could reasonably.expect the level of
-benefits he receives to be higher than that in, effect when"he enlists.

Let - b denote the egpected annual rate of increase infnominallGI Bill.
benefit levels.h'lf‘henefits weie paid in.a single luup suﬁ (equal to Y
dollarsfin 1976) en the day the individual leaves the sefvice, a person
. enlisting in 1976 for a three-year tour-of duty could have expected to
receive'benefits Wlth present discounted value at the time of enlistment
: . given”by: | |
POV = Yflrf b)j/(l + r)3(1 +~p)3

-t
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A present yalue comparison c: the GI Bill and VEAP requires, there-
fore, assumptions about the values of three key variables:‘ (1) the réal
time rate of discount (r) of the individuals of interest, (2) the rate
(p) at which they expect prices to rise in the future, and k3) the rate
(b) at which they expect GI Bill benefits tofrise. For the first there
is little information available; we must assume values mide enough to
span the true value. For the last twe expectations might be formed
based on the rates of change prevailing ]ust berore the enllstment date,
we.could also examine the effect of assumlng that young people enlisting
in the military under the GI Bill were unaware of the history'of benefit

“level increases | The actual courses of 1nf1atlon in prlces and benefit
.leVels after the enllstment date ‘are 1rrelevant,<hhen a person‘decldes
to enlist, he has information only on the past It is~no easier to com-
pute the PDV at the t1me of enllstment for an individual who en11sted in
1966, whose beneflt payments are observable than for scmeone who

‘enlisted 1n_l976‘v | - | N . o -

VEAP COMPARED WITH THE GI BILL < B

"To compare the GI Blll with VEAP I conslder fou1 hypc:hetlcal
recruits: A, B, C, and D.. Ezch enllsts in the Army fpr a =hree-year
tour, 'and each expects to uccertake a fuIl -time course of _nstltutlonal

study upon leav1ng the Arrv for the maxXimum benefit- perlon

o Recruit A enllsts on December 3l, 1976, thereby becoming eligl~
ble for benefits wnder the GI Bill. N
"o Recruith enlists on January 1, 1977, aad elects to part1c1pate

_in VEAP by contrlbutlng the maximum $75 per month at which rate-

s
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a

hg'expects to continue contributing for 36'ﬁonths.

o Recruit C enlists on January 1, 1979, bdt is otherwise idengical
to B.

o Recruit D also enlists on January 1, 1979, but enters the Arﬁy
in aﬁ area éf the country in which the VEAP kicker) a $3000 Army
contribution tb‘his educational benefit fund, is offered. He
selects training in one of the combaf,arms Specialties tﬂat
qualify him for the kicker, and like B and C he expecfg to con-
fributé the maximum amount allowed under VEAP throughout his -

tour.

Table 1 contains a comparison of the dollar values of the enlist-
ment incentives provided by'edutptional benefits. The two columns

present the simple undiscounted sums of benefits payable -to each

| Table 1 -

o

TOTAL UNDISCOUNTED PAYMENTS AND NET BENEFITS
FOR"HYPOTHETICAL THREE-YEAR ENLISTEES
UNDER THE GI BILL 'AND VEAP

Date of "ASsistance Number of - Total Net '
. P Recruit  Entry Program Dependents Payments Benefits
| . A Dec..1976  GI Bill - 0 $13140  §13140
e : 1 I .2 . 17820 17820
i B Jan. 1977  VEAP " Any . 8100 5400
| C' Jan. 1979  VEAP | ~Any 78100 5400
' D  Jan..1979  VEAP with ~  Any 11100 8400

$3000 kicker ¢

B
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individual, and the net benefits after the individual's cpntributions to

the funds are subtracted. For Recruit A, the benefit levels prevailing

when he enlisted.are used, and two sets of totals are given beczuse GI

Bill benefit levels depend upon the number of the vet_erans1 deﬁendents.

For Simplicity, only the cases of zero or two dependents are cénsidered:

less than ZO,éercent of full-time GI Bill trainees in April 1978 had one
) dependent. [1] | |

VEAP is clearly a less generous program than.the GI Bill, espe-

cially when individual contributions to the VEAP.fund are netted out.
Most veteréqs,ahowever, do not use ali 45 months of benefits available

under the GI Billn Table 2 reproduces the net benefit totals and intro-

duces totals for 36 months of benéfits. ‘Comparisons.of the latter

Table 2’

N
ot

FURTHER COMPARISONS OF EDUCATIONAL BENEFITS
UNDER THE GI BILL AND VEAP

Value in

¢ Date of 'Assisténce Number of = - Net Value Over Jan. 1977 |
Recruit Entry Program  Dependents Benefits - 36 Months Dollars
© A Dec. 1976 GI Bill- . 0 ' - $13140 _  $10512 - ' §10512
- T 2 17820 14256 14256
B Jan. 1977 VEAP .. CAny - . 5400 5400 5400
G- Jan. 1979  VEAP. Any 5400 . 5400 4639
. “D Jan. 1979  VEAP with - Any 84000 | 8400 7216

"$3000 kicker

1] Veterans Administration (1978), p. 43.

T
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‘totals neturally make’VEAP look better. Recruit D, for example
receives totai benefits 80 peréent as great as those of unmarrie
Recruit A. Unfortunately, 1979 dbllars were not as -valuable as iv.
dollars. 1In the last column the benefits of Recruits C and D are
deflated by the Consumer Price Index (CPI), which rose more than 16 éer-
cent between 1977 and 1979. A |
Theée naive cémparisons implicitly assume that all benefi;s_are
paidvon‘the date of enlistment and are thg type that might have appeared-
:in the rroular press or the service newspapers in 197% and 1959. All
make VI zrzear to be a reasonable replacement éor the Gi Bill,
Recruiz . who erlisted one cay tob late to be eligible for e GI Bill,
would still recezve 51 p;rcent"of the benefits that én_unmar:ied>indivi-
dua¥ A might have“expected te receivg, if éach intended to zttend school
for four academic years (33 months) after leaving tﬁe serviceﬁ Infla-
tion eroded that ratio to -4 percent for -Recruit C;'Butlthe VﬁAP kicker
raised it to 65 percenz fc- Recruit'Djl'The cq@parisons_aré less favor;‘
~able to.VEAP if the individuals expect to be harried.and have children

while attending school.

<

These comparisons are far too generous to VEAP. . Three factors,

noted above, require a present value comparison: (1) the expectations

-

of the individuals with respect to inflation and to GI Bill benefit
levels,t(z)lthe_preferehde of virtually everyone for‘mgney_now-over

.money in the future, and (3) the requirement that VEAP participants con-
tribute money while in the service that is dﬁly returned to them, -
‘ ) _ ‘ -

. =, . “ ! ) . - - -
- without interest, 3§er discharge.. The PDV calculations reported below

are based on the following assumptions:




1." Schoc.ing period: Each veteran begins scizol in October follow-

ing his discha;ge and attends full-time (Lctobér 1 through June
30) fer four years, .

2, Infla:iqn: Each expects that the CPI will rise during the
period of his military service and schooling at the a&egage
:até at which it rose during the two yéars immediately preced-
ing his enlistmént; Fo; Recruits A and B thisvraﬁe was 6.4
percent per year: for C and D it was 7.7 percent, It is
'assumed.that‘they disconnt.future éayments by these.inflation

rates.

3. GI Bill benefit levels: Two alternative assumptions about the
expectations of individual A with respect to future increases

B in the level of GI Bill bencfits are examined:
a. Benefits levels will be increased each October to match
increasés  in the cost.of living.[1]
7 E -

b. Benefit levels wiil nét change.:

4 “Discount rate::?hree alternative assumptions about the annual
real (constant dollar) rate at which the individuals discount

-future payments are considered: zero percent, 10 percent, and

20 percent.

Both GI Bill and VEAP benefit payments, as well as individual VEAP
 contributi6ns, are assumed to take place on the last déy of the month.
All PDVs are computed in January 1977 dollars.

[1] This expectation is unrealistic, but GI Bill benefit increases
- have been generally. publicized as cost of living increases.
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A few comments are in order about the assumptions and their impli-
cations. First, the assuimption that everyone expects inflation to con-
tinue means that all individuals discount the values of future payments,
even if they have a zero percent real discount rate. Second, the real
discount rates considered were chosen to be as favorable.as possible to
VEAP; althongh higher discount rates affect the PDVs of VEAP and GI Bill
gross,benefits identlcally, they reduce tne net PDV of VEAP benefits
proportionately more because VEAP requires that income b forgone during
military service. At a sufficiently high discount rate the PDV of VEAP
becomes negative, which can never happen with the GI Bill. Discount
‘rates of 20 to‘30 percent are common ir gthe literature on enlistnent
supnly estimatien.[l] Finally, the assumption that recr;its expect
}Tannual increases in GI.BillJbenefit levels to match the expected
increases in the CPI (6.4 percent) may be conservative. Increases. in GI
.Blll benef1t levels were regular and substantial 1n the 1960s'ano 1970s,

averaglng almost 7.5 percent from 1972 to 1976. Since the date of
Recruit A's enllstment, however, beneflt levels have“been increased only
once, by 6.6 percent on October 1, 1977.{2] ‘

Table 3 presents the PDVs calculated for ReCIUltS A, B, C, and D
‘under each of the various assumptlons As 1svread11y apparent by com- ,
.‘parlson_w1th Table 2{ dlscountlng sharply reduces-the value of educa-
tional benefits ‘to the enlistee. Even at a zero real discount rate,

“[1] Cooper (1577), for example, used a nomlnal rate of 20 percent,
Grissmer et al. (1974) a rate of 30 percent. _

. [2] GI Bill recipients would receive a 15 percent cost-of- 11v1ng

increase under a bill (S870) passed by the ‘Senate on Januazy 24, 1980.
Congressional Quarterly Weekly Report 38:5 (February 2, 1980), p. 262.




Table 3 i

EXPECTED PRESENT DISCOUNTED VALUE CF EDUCATIONAL BENETITS

“ (January 1977 dollars)
J o / (3
, ’ / pPDVa at
) Date of Assistance Number of Real Discount Rate:
"Recruit Entry - Program __Dependents % 10% 20%
Al Dec. 1976 - GI Bill 0 $ 7404 4373 2731
' - a 2 10041 5931 ‘3704
A2 Dec. 1976 GI Bill 0 10512 6.164 3822
' ’ 2 14256 - 8356 5183
9 B " Jan. 1977  VEAP Any 3249 1232 211
C Jan. 1979 VEAP Any 2520 911. 98
D Jan. 1979 VEAP with Any 4222 1917 727

$3000 kicker

Recru1t Al expects GI Bill beneflt levels 'to remain unchanged
Recruit A2 expects benefit levels to increase with the tost of
living (CPI). All recruits expect. prices to continue to. rise at
their average rate of increase over the two years before enlist-
. ment: 6.4 percent per year for A1 A2, and B; and 7.7 percent
~ - for C and D. T :

‘Recrult A's expectatlon that inflation w1ll contlnue causes hlm Lo value

the benefits he will eventually rece1ve durlng four years of college not
A - at §10,512° (assumlng benef1t levels w1ll not change), but at only $7404, .f;

or 30 percent less. If Recru1t A thirks that GI Bill benefit levels A

will cont1nue ‘to- 1ncrease, he will expect eventually to receive $14,843

in beneflts,_but on the day he enlists ‘he would" g1ve up those ruture T I;‘

benef1ts for $10 512, Slmllar comparlsons.can be made foz: VEAP partlcl-l

pante B w1ll eventually rece1ve a total of $5400 from the . government

" but he would trade that $5400 for $3249--only 60 percent as much--1n
) T . . " -1

. -
.",




s

January_1977u At.higher real discount rates, the contrast-is even
sharper between the total'amount of henefits each individual will even-
tually receiveyand the value of those benefits to the individual at the
33
time of enlistment..
These comparisons demonstrateVhow-misleading consideration of
undiscounted henefits can be to a policymaker concerned with the enlist-

ment incentive provided by educational benefits. The $3000 VEAP kicker

- might seem to be a rather substant1al incentive for enlistment in the -

z

" combat arms. The value of the kicker to the potential enlistee is much

" less, however, becguse he will not receive it until several years ‘later

!
1

when 1nflatlon will have eroded its purchas1ng power only $1981 at a
zero real discount rate and as llttle as $733 at' a 20 percent rate (both
in January 1979 dollars) lhen the discounting’ 1mp11c1tlx done by the

:

enlistee is combined with the effect of inflation between January 1977
ﬁﬁﬁ . . :

and'January 1979 ‘it is evident that the kicker restored at most $973

’ ™M

" (January 19/7 dollars) of the educatlonal beneflts lost when VEAP

replaced the GI. Blll (compare B and D) and perhaps as little as $516 if

.potent1al enllstees have a strong preference for rurrent over future

dollars.

. Comparisons between the values of GI Bill benefits and those of .
VEAP are presented in Table 4. At best, VEAP with the $3000 kicker pro-
vides no more that.57'percent of- the enlistment incentive ofithe GI

Bill. At worst--if the individual has a hlgh rate of time preference

(d1scount rate), expects to have two dependents whlle in school, and-

axpects GI Bill benefit levels to continue increasing--the present value

©of VEAP with the kicker is only 14 percent as great as that of the uI

1
~

2\

A
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Table &4

T PRESENT DISCOUNTED VALUE OF VEAP BENEFITS P
- ~ AS PERCENTAGE OF GI BILI, BENEFITS
(100 x VEAP / GI Bill)

: g. .
- Co_gared W1th - Real Discount Rate
Recruit Recrult Dependents 0% . 10% 20%
B a1? 0 44 .28 .8
‘ Al 2 32 "L 6
a2® 31, 20, s
A2 2 23 . 157 4
c -Al 0 B 7SR S W SR
-Al 2 25 15 .3
A2 0 24 15° 3 )
A2 2 18 1) -2 3
. D Al 0. 57. A 27
© ALY 2 42 - 32 20
A2 T 0 40 31 5719
A2 2

30 23 f-'-14

‘ Recrult Al expects GI B111 beneflt leveis’ to .
remain unchanged. Recruit A2 expects benefit levels
‘to 1ncrease W1th the cost of 11v1ng (CPD).

)

Bill. Without the kicﬁer, VEAP’currently‘offers'little incentive rela-
tive to the GI Bill. =+ * . .

5 -

" ‘These comparisons still do not tel: aIIiof’the-story. Four'points,

in particular'should be noted' Flrst an element of rlsk is assoc1ated

with. the de01s1on to enllst in order to obtaln educatlonal benerlts

because thé enlistee may later decide not to use those beneflts and he .
'does not know exactly what the purchas1ng powe; of his beneflts ulll be
~when ~he ultlmately recelves them. Allow1ng for the letter reduces all

,Dresent values from the s1mple PDVs presented in Table 3, rncorporatlng

the former reduces the PDV of VEAP more .than that of the GI Bill.

R
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Second, the inflation of the last year has further eroded the value of
v ‘ ‘ s

VEAP, not only because the provisions .of VEAP fix contributions and

benefits (including the kicker) in ﬂominal terms,]bﬁt also because high

, rates of inflation raise recruits' expectations about future price

increases. .Third5 the aé;umptioﬁs used inlisolating the thrée VEAP
recruits .above maé#‘the complexitigs bf VEAé and VEAP-withfkicker. In
particular, the Army.version cflthelMultiplé Opt;on Recruiting Expéri-
ment offers tbur.leﬁgths Qf'twb,”three, or four years;'with diéferent
1evels ofiVEAP kicker available for each. Fihgily, the VEAP kicke; is
tied to service in certain cpmbat arms speciélties, which tends to
‘reduce its_gttractivenegs relative to basic VEAP. I discuss these

e ¢
points .in ‘turn below.

. *Risk . -+ ‘ "

'

No.y%ung person can be sure when he enlists that he will take

advantage of fhe.educatidnal benefits ‘to which he becomes entitled. If

he attaches probability P to that outcome, then his expected return is

R times the value of the future benefits, assuming there is no cost

- - ) “r
associated with not using the benefits. By observing such ex post out-

i

comes as the proportion of. VEAP participants who use their benefit enti- :

tlements, we might infer something about the ex ante probability P, but

as it turns out even an exact measurement of P Wwould not permit calcu-

lations of the risk-adjusted value of VEAP (or GI Bill) benefits. Peo-

ple are gehéfally risk "averse (they will not accept an actuarially fair

bet). This means that tﬁé value to the typical enlistee of VEAP bene-

fits is less than his expected return (in the mathematical sense).
o [ . ! - .

. -
.
3
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The cost associated with a later decision not to use VEAP benefits

is not zero. The VEAP participant, unlike his GI Bill counterpart, must.

forge the current use of some of his military pay. This money is
returned to him at the end of his tour of active duty if he suspends
participation (or earlier, in cases of hardship). However, imflation

and his natural preference for consumption now over consumption in the

future make the money worth less to him then than it would have been

earlier. As an example, suppose that Recruit C decides -on the day he
leaves the service'that-he will never go to college and manages to cut

through all red tape and get "his $2700 in contributions refunded on the

_same day. Discounting that $2700 to the day of his enlistment yields a

PDV of $1252 to $2163 (20 or zero percent discount rate, plus expected

inflation); but he has had to forgo an income stream of $75 per month,
the PDV of which at the enlistment date was $1814 to $2414 Thus the

present value cost on the date of enlistment of his later decis10n not -

f
L

to use his benefits is at least $251, and it could be $612 or more.- If"

P is-equal to 1--if the individual is certain that he Will use his VEAP
benefits--this cost is irfelevant If P is close to zero for some
indiVidual the expected gain from partic1pating 4in VEAP will be nega-
tive, and he will not participateé. The GI Bill could act as an enlist-

ment incentive, albeit a small one in many cases, for every potential

enlistee; VEAP will attract only those individuals with substantial com--

ki

‘mitments to pursuing postservice education.

o

‘The risk associated With inflation also cannot, be . ignored The
PDVs in Table 3 incorporated expected inflation rates equal to the aver-

age dnnual increase in the CPI during the two years,before the



enlistment date. ' "Expected" is uéed_here in its mathematical sehse:
the‘expected inflation rate ia a weighted: average of all rates the
recruit believes pbssible, the weiéhtSnbeing\the probabilities he
attaches to each rate.’ As noted above, hoyever,.risk averse individuals
do not consider expected returns. If'Recruit C arrives at his expected
inflation rate of 7.7 percent by attaching equal probabilities of one-

half to actual rates of 0 ‘and 15.4 percent, he will pladeua'smalier

value on his VEAP“benefits than he would if he believes an inflation

rate of 7.7 percent is certain (i.e., probability ene).[lj Eliminating

)

" the recruit's uncertainty about future inflation--for example, by index-

1ng beneflts to the CPI--will therefore raise the value of VVAP and thus
increase its appeal, even lf expected total net benef1ts are left

unchanged (2]

Effects of Inflation

e

In 1979 the United States experlenced unprecedentedly h1gh infla-
tion. Between December 1978 and December 1979 the CPI rose 12.2 per-
cent, Thi;'inflation has affected“the'present value of‘VEAP to the

potential recruit in two ways. First, it has directly reduced the

-

o

- [1] In theory, this effect may be offset partially or wholly if the .

- veteran responds to a particularly h1gh inflation rate (a low real value

-

of his VEAP benefits) by deciding not to attend school. In practice,
however, the principal determlnant of his decision on school attendance
probably will be the veteran's beliefs about what his lifetime .earnings
would be with-and without the additional years of schooling that his
VEAP benefits would help to finance.

[2] As it probably would be applied in practice, indexing would
also increase expected.net benefits. To leave expected benefits
unchanged, the indexing would have to be accompanied with an offsettlng
reduction in government contrlbutlons

51
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purchasing power of all VEAP benefits by 12.2 percent. | The 5114 to
$2934 value of VEAP to Recruit C in January 1979 . (Zero and 20 percent
real discount rates) has become $102 to $2615. Second, it has raised
people s,expectations about future inflation rates. A hypothetical

Recruit E- enlisting in January 1980 ‘for example, could expect prices to .

rise in the future at an annual rate of 10.5 percent. If his ‘real

discount rate is’ zero percent he would value basic VEAP not at $26]5

but at only $2030 If his real discount rate is 20 percent VEAP would

be worth -$70 to him: \he would actually have- to be paid to participate

in VEAP. TheSe values are reported in Table 5 below.

Complexities of VEAP

Three aspects‘of the current VEAP add complexity that is not con-

sidered in_the comparisons presented above. First, contributions for as

little as one year are suff1c1ent to qualify the recruit for two-for-one

. matchlng funds and ; for the kicker (if eligible), and he may discontinue

1
I

participation at ahy time. Second,‘tour lengths of two, three, or four
years are now, available, each offering a kicker to qualified. enlistees
Third in the second phase of the Multiple Optlon Recruiting Experiment
begun on Decemberih 1979, the Army 1ncreased the amounts of the kickers
offered to three- and four -year enlistees.

Cons1deration of the complex1t1es of VEAP does not alter the basic
conclusion reached above that VEA’ does not offer a strong enlistment
incentive but will, of course, change the precise values calculated,
The ability of the individuallto'discontinueAparticipation will in .

general reduce the risk associated with the.initial decision to
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partrcipate, thereby raising the riskfedjusted value of VEAP.[1] The
effects ef the varipus.tdur lengths are less obvious. On rﬁe one hand,
total benefits available from a two-year tour are substantially less
‘than from a three-year‘tour,—and benefirs'from a four-year tour are

_ somewhat more if e kicker is included. ~On the other hand, benefits ure

received one year earlier if the recruit elects a two-year tour and.one

.
"5

year later‘with a four-&ear reur, than with a three-year tour. This
will substanrially affect PDV.couparisons at high nominal discount
r;tesf Finally, the recent $1000 addrrion to the VEAP kicker for three
vear enlistees has added little or notning‘ro the,value of the VEAP
kicker package. If.amounts to‘only'17.7 percent in constant dollars,
which is further'reduced ijthe expectagions;about high ruture inflation
that recruits should now nold. |

The effects of varying teur leng;hs and kicker sizes are snown in
Table 5. It 1ntroduces four new hypothetlcal recruits, all of whom
enter the Army on Jenuary 1, 1980 _The flrst, Recrult 'E, was discussed
above: he does not elecr, or is not qualified for, a kicker. Recruits
%, G, and H choose teur lengths of three, two’, and four yeers, respec-
tiuely, receiving ki:kers of 54000, $200$, and $6000. In addition,
Recruit H may choose a military OChUDﬁtlonar specxalty (M0S) quallfylng
: h;m for a $3000 en11stment bonus, [2] which is assumed to be pald six

[i] Disenrolling:from VEAP does.not ensure the individual immediéte.f
refund of his contributions. Under current regulations, he must demon-
strate’ hardshlp or other good reason ‘to obtain a refund before- the"
: completlon of his initial. tour. .
[2] Although most, if not all, of the kicker- e11g1b1e MOSs also

' quallfy the recruit for an enlistment bonus if.a four=-year tour is
selected, not all bonuses are paid at the maximum $3000 level.

-

31



Table 5. ..

- PRESENT DISCOUNTED VALUE OF VEAP BENEFITS
FOR 1979 AND 1980 ENLISTEES
. BY TOUR LENGTH
(January 1979 dollars)

o

Expected " PDV at

Tour o Inflation Real Discount Rate’
ReCIUlta Length = Kicker: (Percent) % 10% 20%

c 3yr None 7.7 $2934 $1061 § 114

D 3yr. - $3000 C 7.7 4914 2232 847

E- . 3yr. None ~10.5 2030 633 - 70

“F 3yr.c $4000 0 10.5 - 4045 1828 680

G, 2yr. 52000 - 10.5 - 2950 1712 953

H 4 yr. seooo 110.5 . 4376 1678 404
plus $3000 : . . _ o )

‘bonusP .. 6894 40797 2703

Recrults C and D enllst in January 1979; E F, G, and H
enlist in January 1980.

Combat arms cash bonus pa1d six months after beglnnlng of
tour,

°

months after he begins his tour. All PDVs are in January.l979 dollars.
‘Three comparisons are particularly striking First, the $4000 e

o

chker is worth little more than the $3000 klcker of a year earlier. At

a 10 percent real dlscount rate, for example, the $3000 kicker was worth

$1171 (compare C and D), the $4000 klcker is worth $1135 (F m1nus E)

’ Second VEAP plus kicker for a three- ye&r tour is worth substantlally

:

less in 1980 than it was in 1979--18_to 20 percent less, depending upon
the real'diSCount rate assumed "Third, at hlgh real discount rates
VEAP- plus k1cker is worth more to the two- year enllstee (Recrult G) and

¢
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less to the four-year enlistee (H) than to the archetypical three-year
enlistee (F). Only with the addition of the enlis'tment bonus to the
package received by Recruit H{1] does his total incentive approach that
“of the GI Bill (compare Table 3 remembering-to deflate the Table 5
totals by the 16.4 percent intervening inflation).[Z]_

The effect of tying the VEAP kicker to Service in certain (presum-

I4

-ably unattractive) occupational specialties is Just one of a class of
problems involved in the analys1s of such orograms as VEAP. Service in
‘the mllltaIY'anOIVeS many benefits and costs, some measurable in money

terms (pecuniary), some more subjective (nonpecuniary). 1In addition to

.the educational benefits considered here,ﬁpecuniary benefits include pay
and allowances; pecuniary costs include forgone earnings in the civilian

sector. Examples of nonpecuniary benefits are Skillﬁtraining,:the

t

enjoyment of travel, free medical care, and the'later advantage of hav-
ing had steady employment; costs might 1nclude the unpleasantness of

military disc1pline the physical discomfort of combat arms service, and

~

‘the problems of liv1ng in a' strange country. T

It is possible in principle to assign dollar values to nonpecuniary

-

costs and benefits by observing individuals' behavior, but without such

¢

direct observation we can only speculate. The VEAP kicker couples a

(1] The $3000 bonus adds only $2518 to the PDV, even at a zero real
"discount rate, because the totals have been- deflated to January 1979
dollars. : '
(2] Enlistment bonuses.were also available in 1976, although to a
more limited set of MOSs
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pecuniary benefit, which we have examined here, with a nonpecuniary

‘cost. The éxtent to which that cost offsets the benefit is the princi-

pal determinant of the numbers of enlistees who choose the kicker option
rather than service in more attractive specialties. More generally,
comparisons of the benefits provided by different programs at different
times prov1de on1§ gross indications because they must ignore the com-.
plex interactions of other costs and benefits associated with‘military

service at those times.

EXPECTED RESPONSE TO THE VEAP KICKER
Despite the uncertainties implicit in the issues just discussed it

is worthwhile attempting‘to answer the questions: (1) What enlistment

response can be expected to result from DoD contributions to the educa-

.tional funds provided by VEAP, and (2) How does the VEAP. kicker compare

in terms of cost -effectiveness with such other "incentives as general and

selective (bonus) pay increases? The latter will be deferred to the

next section because VEAP kickers are commitments .to future payments,

and an analysis of their cost effectiveness requires explicit considera-

tion of the federal budget deCiSionmaking process and the discount rate

By

used therein. A partial answer to the first question is‘possible within

the context of individual'decisionmaking, however, and is presented

.below.'

o

Basic to all attempts to assess the likely response to the VEAP-
kicker is the recognition that educational benefits are simply one part
of the total compensation package offered to the.potential enlistee. I

begin the analysis by assuming that the ‘individual does not differen-

tiate between educational benefits and other elemean of the

-

34 .‘
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compensation package, then extend it to consider possible violations of
this assumption. |

Consider two individuals f;ced with different educational benefi£
pack;ges, éuch as'Recfuiﬁs E and F from tﬁe_previous analysis. Various
measures of the PDV of first term military pay are pfeée;téd in Téblé 6;
eéch computed under the assumption that annual iﬁcreaseé:in~pay during
the first term will exactly offset the expecfed igflatioﬁ i; prices.
Thiﬁ assumption is probably approximately corréct, but in any case
slight deQiati;ns from it wili.nof materially affect "the results. Also

presented are the PDVs of educational'benefits;for the two individuals.

All figures are in January 1980 dollars.

 Table 6

. PRESENT DISCOUNTED VALUE OF PAY AND VEAP BENEFITS
(January 198Q dollars)

Real Discount Rate

0% 10% 20%-

Regular military compensatlon (RMC) $26981a $23292 ’ $20487

Basic pay . . ' ,17631. 15226 13397

. Perceived RMC (0.76 x RMC) . . 20506: 17702 15570
VEAP (Recruit E) 2300 717 - 79

VEAP with $4000 kicker (Recruit E) 4583 2071 . 770

Pérdeived RMC plﬁs VEAP (ReCruit'E) 22806 18419 15491

. Perceived RMC plus VEAP (Recruit F) 25089 19773 16340 " -

2511 discounted pay totals are based on assumed promotion to
" E-2 after 3 months, to E-3 at the end of the first year, and to
E-4 at the end of the second year-
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The best anailable measure of the total "salary" of military per-
sonnel is provided by Regular Military Compensatlon (RMC) (first line of
" the table), which comblnes base pay, allowances for quarters and sub-
sistence, and the tax advantage provided by tax free allowances. ﬁase
pay is, of course, the_most.visihle portion Qf RMC. Survey data suggest
that military personnel substantially undervalue the less visrbleqpor?
tions, so the table alse presents "perceined" RMC, which for first-year
eniistees averages 76 percent of total RMC.[1] For simplicity, all cal-
culations below will use this last measure. - ‘ -

If VEAP bene}its are considered“equinalent to hase pay, the total
dlscounted first term pay recelved by Recruits E- and F is simply the sum
of thelr percelved RMC and their VEAP beneflts These sums_are |
presented in the last two lines of Table 6 Using these totals, the
$4000 VEAP kicker raises pav by 5.5 to 10.0 percent (20 and zZero percent
real discount rates). Avallable estimates of the respons1veness of
high-quality male enlrstments to changes in pay place the pay elasticity
somewhere between 0,75 and 1.25. That is, a 10 pertent increase in pay
should. lead to a 7.5“to'12.5 nercent increase :in enlistments of high-luh
quality males. Multlplylng the two extremes of: th1s range by the
extreme values for the percentage increase in pay prov1ded by the VEAP

kicker ylelds a prellmlnary estimate of the response to the kickzr of

4. 1 to 12 5 percent.

[1] Unpubllshed tabulation from the 1976 DoD Personnel Survey’,
reported in Cooper (1977)

T3 :
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That estimate is preliminary because it ignores a number of fac-

tors. First, the combination of assumptions that led to the 12.5 per-

_cent figure suggest it should be an extreme upper bound on the response

to the kicker. Second, the espiméte probably overstates the probable
response under these pay elastiéi?y and discount rate assumptions,
because it .is unlikely that the kicker is treated like other elements of
pay. Third, 1f educational beneflts are not considered equlvalént to.
other compensation by all potential enilstees, these _percentages should
be applled to some. subset of total hlgh quality enllstees;-those consid-"
ering'postservice education--rather than to thg entire pool.

Assuming lower discount rates tends to raise the expected response

to the VEAP kickgf, because the individual recéivés'fhé”kiéker farther

in the future than his military pay, so as the discount rate rises the

PDV of the kicker falls faster than does the PDV of first term pav. As

-noted in the initial discussion of assumptions above, other researchers:

have typically used discount rates in the 20 to 30 percent range in com-
putlng discounted pay levels, suggestlng that a zero percent real

discount rate is almost certainly too low. Comblnlng this rate with the

highest estlmate of pay elast1glty ylelds the 12.5 percent increase in

'hlgh -quality enlistments that should be an extreme upper bound on the

\
likely response to the kicker.
-All the estimates probably overstate the probable response, even
given thelr pay elasticity and dlscount rate assumptlonc, because of two

ccnsiderations. First, the potential-enlistee would implicitly subtract

‘the nonpecuniary costs associated with service in the combat aims from

the PDV of the kicker. Even if educational benefits in general can be

‘.
[

{“.
¢s
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treated as equivalent <o other elements of pay, the kicker clearly can-
not because it is tied td fairly unpleasant service. Educational bene-
fits probably are nof viewed as substitutes for direct péy, however,
because of_the second considera;ion: VEAé:bepefits are tied to school
a#tendance.- Just as any food stamp retipient'would prefer to be giv;n‘
an equivaient.amount ipfcésh,‘potential enlistees would prefer to be
able to recéive benefits equivalent_to those of VEAP r;gardless of what
they decidelto‘do after leaving the service. Another point noted above
in‘the discussion of thevPQV of VEAP also appliescggréz because the
individual.knows fhat he may later decide not tg.atte;h school, ﬁe will
not value the VEAP kicker at‘{ts full PDV. ?or alf these feasons, the
estimated responses above probably are-overstatements. "
One” factor operates iﬁ the opposite direction. Moét peopie view

higher education not"primérily as a consumption geood but rathef as an
" investment whose expected return is increa;ed lifetime;éarnings. For 2

some individuals, military service may offer the only avenue to the edu- '&:
\,

: . Y
cational assistance without which they could not pursue a higher educa-

-

tion because 'capital markets will not allow them to borrow against their

future earnings. These individuals will measure the value of tﬁe VEAP

o~

kicker as the PDV of the expected incréaée in theif future eé:nings,

- which may be much g?eéter tﬁan“the simpie PDV. Although this issue is
pdtentially very impdrtant,;%xﬁiicit consideration of‘it is.beyond'the
scope of this study. It will therefore be lumped with the other

[23

unmeasurable costs and benefits of military service and igrored.

A

Co
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Finally, we must recognize that the VEAP kicker is only potentially

‘a part of total compensation. For individuals with no desire-ever to

pursue higher education or postservice training this potential is not
realized. The VEAP kicker may raise high-quality enlistments by 12.5

percent, but only_by -12.5 percent of those interested in postservice

education. It is difficult to know exactly how large that pool is, but

 an indication is provided by the proportion of enlisted service members

“who pérticipate in basic VEAP, a number that is available. In 1978,

’

app:oximetely 40 percent of Army enlisted members in mental categories I
through IIIa participated in VEAP; the corresponding figure for high

school graduates was-approximately 45 percent. Thus 50 ‘percent is a

‘reasonable, upper limit on the proportion of new high-quality enlistses

who e%press an interest in postservice education by participating in
VEAP.. To reflect the size of the pool iﬁferested in pestsefvice educa-
tion,- the estimated respoﬁses'fo the VEAP kicker should be reduced by -at
least half. | o

Tabie 7 presents estimates of the probable response to the $4000
VEAP kicker that incdrporate the upper bound on the size-of the relevant-
poel bet dobnet reflect'the other, less quantifieble considerations
noted above. .The estimates may be taken, therefore, as upper bounds-i
T [1] In fact, 5f all 1977 enlistees eligible fo.r VEAP, a much-.
smaller proportion, only 14 percent, ‘actually participated and stayed in

the service long enough to earn benefits.
‘Some high- quallty recruits may have been discouraged from partici-’

) patlng in ‘basic VEAP by negative. present values, which would suggest

that the potential pool may be larger. The PDV of VEAP is negative only
at high:real discount rates, however, so the one-half estimate should '

"»still be used to calculate the maximum possible response which results

from assumlng a zero real discount rate.

o .
W
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Table Z

PROBABLE - INCREASE IN HIGH QUALITY MALE ENLISTMEATS
DUE TO $4000 VEAP KICKER IN JANUARY 1980 : ®
(Percent) .

e

Real Discount Rate

Pay Eiasticity

I
| 0% . 10%  20%
I | :
‘ |
0.75 | 3.7 2.8 2.0
. l“ .

: !
1.25 ; 6.3+ 46 3.4
. | :

glven their assumptlons-;on the response ‘that can’reasonably be expected
from the-klcker More recruits may sign up for the kicker if many are,
attracted fron MOSs not eligible for the kicker, but the total 1ﬁcrease
1n hlgh qualJty enllstments should not be hlgher |
The estlmates offer little support for the hope that the VEAP
klcker, as currently constltuted will attract.many addltlonal hlgh-
quality enlistees. At the’ very best, the $4000 kicker mlght add 6.3

percent to high-quality enlfstments More probable, however, is a

response in the range of 2 to 4 percent -

CONCLUSIONS

1
v

When Congress replaced the GI Bill with the’ Veterans Educational
A551stance Program, it reduced the enllstment incentive offered by
post-service educatlonal‘beneflts Measured 1n‘present discounted value
'terms at the time of enllstnent the GI Bill was worth at least two and

one- half tlmes, and perhaps ten or more tlmes,_as much as VEAP, . NaiVe
i
?
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comparisons of undiscounted benefits--the type most frequently seen--

¢

- [y

understaterthe~size of this difference because (1) they do not account
for the“individuaL's prooable eXpectation;that_GI Bill benefit levels‘.“
would continue to be perlodlcally increased as they had been in the
past and (2)pthey do‘not recognize the substantlal loss experienced by
VEAP participants who must set aside $50lto $75 per month that is
returned, without interest,‘severalﬂyears‘later.

The static'nature of VEAP benefits'has resulted in a steady decline‘

in the value of the program to the potentlal enllstee, relat1ve to both

_enllsted pdy and the prices of goods (CPI) It is partlcularly 1mpor-u

taft to recognlze the role played,by 1nflatlon not only does ;t’erode

the value of benefits fixed in nominal terms (e.g., the VEAP ,kicker),

but increases in the rate of inflation (such, as that experienced ‘in

1979) raise the expectations. of individuals about the future levels of

prices and so cause,themito discdunt the value of future benefits more

than before. These two sources of‘erosion in the present Value of the
VEAP- plus -kicker package offered by the Army has been suff1c1ent to make
the current’ $4000 offer1ng actually less ‘attractive than was the $3000

kicker one year earlier. - n

The $4000 kicKker offered in Jdnuary l986,can:reasonably be éxpect%ﬁ

. to yield only a modest.inorease in high-quality enlistments. Several

o

considerations suggest that an increase of 6 percent or less would be
. . . {

~ much more reasonable than the 12.5 percent computed under the most

‘favorable assumptions. The combat arms may experience a larger

increase, of course, but only at the expense of fewer high-quality

enlistees in other specialties within the Army.

¢
g

, i .
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The-desirébility of a program is not, of course, determined solely

by how effective it is in accomplishing its goals. The important ques-

| 4 .
tion is how cheaply it achieves whatever effect it does have. The next

section examines the cost effectiveness of the VEAP kicker, comparing it

3

withbgwo feasible alternatives. The kicker is found to be not markedly

. %"J

superior in cost effectiveness to either one, and both of the alterna-

tives have the potential for attracting substantially larger numbers- of

A

‘quality recruits. In particular, an enlistment bonus for three-year

combat arms enlistees offers the very important advantage of being paid
"up front" and so involves none‘of the discounting or vicertainty that .

plagues def%;red'payment programs.

If the VEAP and VEAP kicker progréﬁs must be rétained for whatever

'reasons, at least one change could be made to improve their appeal sig-"

nificantly. This change is discussed more fully in the concluding sec-

' tion.of this note. The programs should be made étatic, less tied.to

4

specific doliar amoénfs, thefepy remdving.one important concern of_th;
recruit: -that the éromised benefits &;lf buy very iittlé whénlfhe,§ime
comes foluse them. The éize of the k%ckér éan be ingreased iﬁ&efin;
itely, But without fundamentaI"changes‘in the program, such increases.

are likely to‘accomplish far less than hoped. ' ~

. [ .
< 4 i
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.i sibly ﬁérﬁful effects.

7  IL.. COST EFFECTIVENESS

A principal concern of the services in.conSideriAg_Qhether to use
educational benefits as an enlistment incentive i; the cost effective-
ness of such benefits: how do they compare with other feasible enlis;-
ment incentives in.terms éf cost per additional man-yéar? Cost effec-
tiveqess is, however, an elusive concept. The results of cost-

o

effectiveness comparison$ of alternative programs depend crucially upon

what is taken to be the programé' purpose. The goals against which pro-

grams are judged can be defired narrowly or broadly and be limited to

short term effects or encompass the long term. If the'pﬁrpose of a pro--

gram is defined narrowly enough, it can always be made to appear cost- "

effective (provided, of course, that it has any measurable beneficial -

effect at all), but to define the purpose too narrowly is to ignore pos-

What is fhe VEAP kicker, ;ﬁe educational benefit program that has

sparked the greatest current interest, supposed to accomplish? =~ Narrowly

defiﬂéd, its purpose is to attract'ﬁigh-quality enlistees to- the hard-

to-fill combat'arms‘specialties.[l] Broadening the definition raises

“Tthe” questlon “6f WHY high-quality recruits’ afe“so 1mportant in the combat

arms. The answer seems to-be that first-term attrition is particularly
severe in the combat arms, and high-quality recruits are less likely, -as

¢

[1] Even more narrowly, the kicker is apparently designed to
attract college bound youths. I haveé seen no explanation, however, as
to. why college bound enllstnes are partlcularly de51rab1e and so will
not consider .this goal

o
o))



a group, to leave the service before the end of the first term than are
lower-quality recruits. More broadly, then, the kicker is.supposed.to
increase combat arms man-years b& both increasing enlistments into the :
.combat arms and reduclng the average first-term combat arms attrition
rate.[l] If the purpose 1s to increase ‘man- years however, this def1n1-
tion ‘'is still too narrow; longer term effects, in particular on reten-
tion past the first term, must be considered. Ultlmately the VEAP
kicker and the alternatlve programs considered must be Judged agalnst a
" goal .of 1ncreas1ng total combat arms man- years
Most feas1b1e alternatlves 1nvolve the payment of large econom1c
.rents (payments to 1nd1V1dua1s whose actions would not be affected by
the program) and attract individuadls whose services are not desired,
can be quickly eliminated. A general pay raise wouxd increase hlgh-
-quality combat arms en11stments but it would also 1ncrease other -
enlistments, and it would have to be paid both to ‘all new recruits ‘and"
.to.current servicemembers. A bonus for ali high-quality"enlistees would
be better, but it would not focus on low attrition categorles of person-
nel. A pollcy of paying the bonus in 1nsta11ments, however and aggres-'
sively enforclng repayment prov1s1ons-might not markedly reduce'attri;
: _tion, but it would at least ‘not have the added cost of bonuses paid for
little or no useful service recelved | .

Not considered 1n this ‘analysis are a var1ety of alternative educa-

t10na1 beneflt programs such as the Armed Forces Scholarship Programi

.-

[1] Reducing dxsclpllne problems will be subsumed under the heading .
of reduc1ng attrition. ' c

O
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T [1] See, e.g., OASD(MRAGL) (1980).
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the Clements Alternative, the Petri Amendment, the Wilson Bill, and

- 8

various.service-proposed alternatives The lack af experience with pro-

grams dlfferlng radically from VEAP ‘and the GI Bill would make any

analysis largely conjectural, and in any event these programs have

. ‘ . . ‘. H N
received considerable attention elsewhere.[1]

Two less radical changes are examined'below The first is the

lifting of the quality restriction on the current _VEAP kicker. Although

this would open the kicker option to groups of enllstees that have hlS‘
torlcally exhibited high attrition rates, a case can be .made that the
kicker would appeal primariry to well:motivated recruits of all mentei
ahilities and educational attainments and would offer a substantial
incentive for the successful completion of the first term. .The%secono
option considered is an extension of the current combat arms cash bonus

to three-year enlistees. Although this would undoubtedly lead some

potential four-year enlistees to choose the shorter tour, it could‘be

sufficiently more effective than the VEAP klcker in attractlng hlgh-

’Y

- quality recruits. to the combat arms té offset the man- years lost through
this Shlft.\ f . : . : ' E .o

Formal cost-effectiveness comoarisons of these option§ with the
VEAP kicker ‘are not,possib%e at’preoent. 'No.experimentol results are

available to tell us how.great_would be the response to each. The "

ahalysesupﬁésgnted.b@lQWHiHQiQQE?{”hQW@V?EL"Ehaﬁwﬁaﬁhmoption“deSeryéSmm“mmwmmm_i

careful consideération. *

4
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QUALITY RESTRICTION 3

-- e e g A S e et e 2 e DT ‘\ - )
of the Department of the Army in testimony before the Subcommittee on

High- quality recruits make ‘better soldiers. They arey’
less likely to be discharged dyring their initial enlist-
ment for tralnablllty, motivational, or d1sc1pllnary rea-
sons. This limits the turnover of personnel and minim- S
izes the training and replacement costs. It contributes.
pos1t1vely to readiness and esprit and promotes . the 1mage

of the Army as a des1rable place to serve.

So stated the Assistant Secretary ‘for Manpower and Reserve Affairs

Manpower and Personne] of the Senate Armed Services Committee. [1]

ngh quallty recruits are more llkely to complete their first tour than
are lower quallty recruits; they may actually perform their mllltary |
duties better, but that has not as.yet been well documented. ' Thus the ;

apparent rationale for offerlng the VEAP kicker . conly to hlgh quallty

enllstees 1s that this group exhibits low attrition rates.

lt“was—hoped“that*VEAP'by'itself would attract primarily highta

quality recruits. ”The’(Senate Veterans' Affairs) Committee believes

he 1

that termlnatlng the GI Bill, without prov1d1ng an alternative postser~
vice educatlonal beneflts program, would impair the mllltary s ablllty

to attract sufficient numbers of quallty fecruits. "[2] Whether VEAP has

o

offered a s1gn1f1cant enllstment incentive for any recru1ts--h1gh-

‘quality or low--ls questlonable, as the preceding sectign shows High-

quallty individuals may have been most attracted by the 1lmlted appea1

of VEAP ‘but actual part1c1patlon in the program does not support this

hypotth1s. Among’educatlonal attalnment groups, VEAP participation

U S. Senate (1976), pp. 67-68.
I

(1]
[2] bld}, p. 68. See also OASD(MRA&L) (1980), PP 2 11,



DoD-wide in 1978 wasihighest for those enlistees with some college, as
might be expected. The next hiéhest participation rate, however, was
exhibited by enlistees with less than two years of high school. A simi-

lar picture appears in a breakdown by mental éategofy: .category I

o P

enlistees have the highest participatidn rate, but category IVs are next
highest.[l]

If-VEAP.appeals equally to high- and 1owe5-quality reéruits, so

presumably should the VEAP kicker. ~Thus self-selection is nét suffi-

i -

ciént to ensure that a more widely available VEAP kicker option would -
not’ be chosen by many lower-quality recruits. Obviouslyf attracfing

lower-quality: recruits would -increase the cost of the VEAP kicker pro-
- N, )

‘ éram, but those recruits mizht prove to be nearly as desirable as their
. high-quality counterparts. i
Why should those lower-quality recruits who choose:the kicker not

be poor service members? . Firsty they have indicated by their choices

. that military service for.them is, at 1east'in.parf, a means to a

specific end. This suggests that the indicatiop of. poor motivation pro-

vided by their.lack of high school diplohas.(to loock at one subset of -.
. , : A

the group) is not accurate. An examination of the attrition ‘behavior of
participants in‘basic VEAP wéuld provide clear evidence.on this point,

but such an examination is beyond the scope of this study: It is .

o v

instructive, however, that éf the 69,000 enlistees who began VEAP parti-
' cipation in the first 18 months of the program (Januéry 1977 to June

4

&

o [1] Veterans Administration and Department of Defense (1979),
pp. 95-96. : ’ ‘ ' 3
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1978), only 8376. (12.2 percent) nad discontinued part1c1patlon by Janu-
ary 1979 becanse of’ separatlon from the serv1ce [1] Others may have
left the service after discontinuing participation fof other reasens, of
course, but VEAP participants as a group:-and remembe? that they are
falrly evenly dlstrlbuted across mental categories and educational
- attainment levels--appear to be more 1ike1y than most recruits to.get
through the.initial training period, wnen much of fir;t-term attrition
takes place.
A second reason why we shpuid expect lower-quality'VEAP kicker
recipients to ha&evfew disciplinary p;oblems and low attrition rates is
* that the kéeker_provides a substantial incentive”to remain in the ser-
vice. In the Army program, enlistees choosing the kicker are credited
with $1600 of the total kicker oniy after they participate in basic VEAP
for 12 months and successfully complete basic and advanced individual
training. ~Thereafter they earn $100 for each addltlonal month of ser-
vice and VEAP participation. These provisions - Sheuld screen out poorly
motlvated recruits and prov1de a contlnulng 1ncent1ve to remaln in the

service. In addition)\enlistees who are discharged under either the

- f .

Trainee Discharge Program or the Expeditious Discharge Program forfeit
entitlement to the kicker,'as do those who, by reason of dishonorable
discharge from ‘the mllltary ‘;re involuntarily disenrolled from basic

VEAP. If desplte these 1ncent1ves a recruit presents disciplinary prob-

3
1

lems after qualifying for all or part of the kicker, the services could

at least minimize the cost of=losing‘the recruit early by pressing for a

1

) [1] Ibid., p. 99,
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dishonorable alscharge wheneeer Just1f1ed thus denying the kicker ‘to
. the“dlscharged recruit.

These arguments devnot'ﬁake a case, of course, that a VEAP'kieker
available to all dSDG enlisteeigj? the combat arms would be more cost- .
effective than the current kicker option. Indeed, the best that can be

- hoped is tﬁat it would be no 1ese cost effective. Given the drfficql- |
ties that_the Arm§‘is_having in fiiling its combat arms saecialties, and
the Navy its marine engiaeering ratings, a program that is oﬁly
moderately'ﬁore_expensive per additiona} man-year than the current VEAP
kicker weuld be desirable if it he;d the hope of.attratting significant

. humbers ef additiona} well-motivated recruits. Of course, alllHSDG
recruits chobsing the combat arms for other reasons would also erectlthe .
VEAP- kicker, gut only those serioue'enough_to commit themselves to Basic?

VEAP would actually earn: the kicker, so the economic rents collected by

those who would have enlisted. without the kicker should not be exces-
sive. At worst, expandlng the VEAP klcker would add very 11tt1e to the:
cost or the program; at best;it could tap a new market of good, if-not

"high-quality;" recruits. )

Flnally, expanding the kicker to 1nclude lower-quality recruits may
be de51rab1e on equity grounds and “to avoid charges of de facto dlscrlm-‘
1aat10n that could be leveled against the current program _Discussion

of these p01nts which are not related to costs; 1s deferred to Sectlon

. B
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THREE-YEAR COMBAT 'ARMS BONUS

Three key differences between the VEAP kicker program and an
enlistment bonus for three-year combat arms recruits makes the bonus, at

least potentially, a farmore effective recruiting tool. First, the

. b4

bonus would not be tied to postservice school attendance. The potential
. : , \ .

recruit need worry only about whether he will complete his initial

training, and not about whether he will still want to pursue further

education when he leaves the service. Second, the bonus is paid "up

front," rather than after the individual leaves the service. This €lim-,

inatee the potential recruit's uncertainty about hew much the kicker
will buy when he reeeives it and reduces the size of the payment
required to yield e given enlistment response because of the higher real
discount rate of the recruit than'ef'the Defense Department. Finally, .
the kicker optloh requires the payment of two- for-one matchlng funds.

_Because of the contrlbutory aspect of ba51c VEAP, these matchlng funds

are worth very little to the potential recruit. -

o

The picture'is considerably clouded by the current availability of

the Cash Bonus Enlistment Option, which is available to four-year
enllstees who have a hlgh school dlploma fall in mental categories I~
through IIIb and elect tralnlng in certaln-combat arms §pecia1ties

'Offerlng a bonus to three year enllstees with the same quallflcarlons

Lwould undoubtedly reduce the number of four -year enllstments but‘it is

difficult to estimate how great this reduction would be. To make the
comparison of a three-year bonus and_the VEAP kicke? managéable the

analysis proceeds as if no four-year bonus were available. This sim-

-plification is'drepped in the concluding portion of this section.

I
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..at itsuexpected Value_because of his uncertainty. Most people are not

The Tie to Postservice Education

At first glance, the linking of the VEAP lLicker to postservice
'school "attendance would seem to be irrelevant to a cost-effectivenes

comparison with a straight enlistment bonus. The potential recruit,

knowing ‘that he may later decide not to use the kicker, will discount

its value accordingly. The Defenae Department also knous the recruit
may not use the kicker, and so similarly discounts its cost. The two
should exactly balance; . the kicker, the recruft expects (in the
mathemat;cal sense) to recelue is the same as the kicker DoD expects\E
pay, so ‘both should be wrlllng to trade the kicker for the same sized

certain payment.

As should be apnarent from the discussion in Section fI, however,

this analysis is far too simplistic, for at least three reasons. First,

and most important, aithough the kicker costs DoD nothing if the recruit
decides not tocattend echool,‘the cost to the‘recruit is not zero.

Until heureachesPthia.ﬁecision; the recru1t will be partlclpatlng in
basiciVEAP, thereby incurring the cost of forgone current 1ncome The
expected value of the kicker is, therefore, 1ess to the recruit than to

DoD. Second, the potent1a1 recruit probably will not value the klcker

_neutral _to risk; they prefer_a. _certain. payment.to.an.uncertain. payment...

-

with the same expected value DoD can be risk neutral, however, because

it is dealing with many individuals whose decisions will tend to balance

out. The risk averse potential recruit will value the VEAP kicker--even

ignoring the cost of participation in basic VEAP--at less than will DoD:

Fina11§; the exnectatfons of the'recruit and of DoD may differ. If
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.

potentlal recruits consistently overestimate the probablllty that they

\

w1ll ultimately collect the klcker, they will value it, other things

equal at more than w1ll DoD.
\

What will be the net effect of these confllctlng factors on the

relatlve sizes of the enlistment bonuses that the potentlal recruit and
- Y

.QQD_HQPEQUbgjﬂilJingwtomtrade fof a VEAP kicker? Probably these factors

will ﬁake’the”bonus the dndividual requires the:'smaller of the‘two. It

. : i

is difficult to estimate how risk averse potential recruits are, or -
t

Whethed and to what extent .they may Qverestlmate the probabi4ity that

they w1ll attend school after leaving the service; but the cost of

d1scontdnuing participation in basic VEAP is considerable- . Cons1der
.
for example, Recrult F of the previous sectlon who enlists in January

'4980 elects the klcker option, and commits himself to contributing §75
per month under bas1c VEAP. If he decides to d1senroll from VEAP one

year later, h1s $900 in contrlbutlons will be refunded to him. [1] The
l
present value of that $900 oh the day he enllsts however, is. from $39

v

}
to $96] less (at zero and 20 percent real d1scount rates) than the
/

present value of the §75 that he gave up each month. [2] The later he

I
deCldFS to d1senroll the greater is the cost of his decision, reach1ng

$323 ko $§642 if the dec1s1on comes the day he is d1scharged Of course,

“the Department of Defense has the use of the recrult S funds untll he
4 r \
/-' - .

I

1] Actually, current regulatlons allow individual contributions to
. be/refunded before the service member completes his first term only in
: cases of hardshlp or other good reason."- For s1mpllc1ty, I assume that .
other good reason" will be construed quite broadly K ’
/ [2] The costs of d1senrolllng are discounted at the 10.5 percent
rate of expected inflation in the CPI, accounting for the nonzero .cost
at a zero percent real discount rate. C C

- >

-
&

o~ L
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disenrolls, but nct having the impatience of youth DoD would probably
apply a lower real discount rate than would,thé recruit. The recruit
who disenrolls bears-costs that are not matched by benefits to.DoD, mak-

ing the expected value of the kicker less to the recruit than the

expected cost to the service.

Bonus Paid Up Front

' Thg expected present valiue of the current $4000 kicker to a recruit
enteringlﬁhe Afmy'in January 1980 is at most $2283 (zero pefcentvreal
discount réte) and perhaps no more than $849 (20 percent rate).[1] The
“egpected" is not gratuitous: the recruit does pot kﬁow how much prices
will rise before he receiyes the kicker. Moreover, the recruit is

uncertain about whether he willeultimately decide to use his benefit

< )

entitlement (see Sec. II). If the recruit is risk averse, as most peo-

X

ple are, the actual risk-adjusted present value of the kicker to him

will be even 1eés'than the $849 to $2283. The Defense Department can

ignore individuals'.uncertainty about their education plans because the

independent decisions of those individuals will tend to balance out.

A

DoD will not wish to ignorg the uncertainty about price inflafion, but
:the dollar amount obligated in the-kicker prégram is so small in rela-'f
}ion to the.ﬁotal=boD budget that the effect of Dons risk aversion with
respect to inflatibn would be négligiﬁle. Thé-risk aversion.of the

potential recruit drives a wedge between the present value to him of the

o . [1] Both totals are in-January 1980 dollars ‘and were computed by
‘subtracting the PDV of educational benefits for Recrvit E in Section II °
from that of Recruit F, before deflating to January 1979 dollars.
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kicker he may receive and the present value cost, .to DoD, of the kicker

it exéeqts to pay, even if both apply the same real discount rate.[1]

H

.Two-ﬁgr-gge gatéhing[g]

s

Every individual induced 'to enlist by the VEAP kicker costs the
gOVernmenthnot only the $4000 kicker (for a three;year enlistee)’ but
also the $5400 in two-for-one matching funds under basic VEAP (assuming

three years of contributionSuat $75 per month). Of those individualg
.k

1brought into the serv1ce by a bonus, only a portion--at most JO percent

-among high- quallty recruits (see Sec. II)--would elect to part1c1pate in
»

basic VEAP. 'The ava11ab1}1ty of ba51c~VEAP, therefore, makes the VEAP

kicker, with its requirépeht of VEAP participation, a much more costly

.recruiting incentive than an equivalent bonus, where cost is measured as

P~

total payments to each additional recruit.

[1] In fact, the dlscount rate actually used by the potent1a1
recruit probably is greater than the rate approprlate for Dob decision- -
making. Shisko (1976) argues that DoD should use a rate in the range of,
8 to 10 percent, while Warner (1979) and. Canby (1972) cite estimates of
20 and 28 percent, respectively,. for the rates actually used.by 19 -
year-old recruits. If potential recruits do use a higher discount rgte
than DoD, then a bonus that is equivalent in the eyes of DoD to the
'$4000 kicker will be larger than .the equivalent bonus’ as. viewed by the
recruit. . The d1fference between the two kicker-equivalent bonuses is a
potentlal saving that DoD may obtain by swltchlng from the VEAP kicker
to a bonus\ Whether it is actually.realized depends in part upon the
attrition be avior of bonus and kicker rec1p1ents and upon the bonus
_ recoupment pd licies of the services. : . .

[2] Under current’,law, -the matching funds in basic VEAP come.out of
the budget of the Veterans Administration and are not a cost to DoD. .
The cost may, be shifted to DoD, héwever, if VEAP' is continued past its
current five-year experimental period. The following analysis impli- .
citly assumes that this shift already has taken place or, alternatlvely,
examlnes VEAP from the federal budget viewpoint.

. . e




Cost Effectiveness of VEAP Versus a Three-Year Bonus

The preceding three points nake a strong case that a three-year

bonus for high—qugiity recruits to the combat arms would be more cost
effective than the VEAP kicker. The case is not conclusive,. however,

because all comparisons have been couched in terms of bhdget outlays to

¢ .

each additional recruit. The appropriate comparison is of total addi-~

.tions to -outlays per additional recruit.. That, is; we must consider the

economic rents involved, the payments of bonus or kicker to individuals

2

who would .have enlisted in the combat arms were the incentive not avail-

0]

;able.
lAllowing'for e;oqoﬁic rents ddes not alter the qohclﬁsions, Natur-
aily, every high-qUalitf combat armslénliétee will accept a bonus if it
is made available. The VEAP &icker, however, Qillfbe chosenlby only

fhos& recruits planning postservice education. As argued in Section II,

a reasonable upper bound on the'proportidn of high-quality combat arms

..

\n:ﬂ'/

recruits who wquld choose the kicker can be inferred from VEAPTpartici-

pation rates, and probably wculd'b;"no”more than one-half. The same

reasoh:xg that yields an estimate of economic rents that;are one-half as
- ?

great-as. for an equivalent -(in present value) bonus suggests that the

kicker should attract only.one-half.as_many additional recruits as thé

bonus.[1] Thus the economic rents per afiditional recruit_shoﬁla be very

nearly the same under a bonus as under the kicker.

[1] For a more complete ‘discussion, see Section II.

G
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The total cost per additional recruit is not the same under the two
programs, for the three reasons discussed above. FEach tends to reduce

the magnitude of the "equivalent" bonus from what it is in the eyes of

.

DoD. A bonus that costs DoD no more per recipient, in present value
terms, than the $4000 VEAP kicker should elicit a larger enlistment
response, both,because young geople have higher discount rates than DoD

and because the bonus saves the recruit the cost of VEAP participation

if he‘later'decides not to attend college. A bonus that costs the same

‘as the full cost of the VEAP kicker, incluéing the ‘two-for-one matching.
funds, should elicit a eubstantiall& larger response. -

Two cautionary notes must be sounded, but they should-not altér the
basic‘conclusion. First,.both the hicker and a ‘bonus should attract
recruits from other specialties ‘into the combat armsy although perhaps
-not to ‘an equal extent. The college bound recruit (one attracted by a -
kicker) might be more willing than thé_average recruit (attractediby a
bonus) to switch to thé combat arms,!becanse heewould not care about the,
lack of”transferable skills offered in combat arm; training. This pos-
sible difference inlpersonnel shifts.from;other apecialties should be
kept in minc, but probably would not be.large.

) The second point also relates to personnel shifts, but here the
shifts are from the'ranksbofifour-year combat arms enlistees. Most of
the MOSs eligible for the VEAP kicker also offer a bonus varying from
$1500 to $3000 toAHSDG.recruitS-in mental categories I-lIIb-who'choose a
four-year initial tour. If abbonus were offered to thfée-year combat
armS'enli;tees, itvwould undoubtedly attract many recruits who would

. 1]
otherwise have chosen a four-year tour, unless the three-year bonus were

O
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much smaller. - In fiscal-ygaf 1979, LQ,OOO Army recruits received an

" enlistment bonus,[1] so the possible adverse effects on first-term man-

years are quite substantial. Moreover, the proportion of eligible com-

bat arms énlisteeg who cémmit thémsélveslto one extra year %n order to
receive the bonus is quité high (aS great.as'80'percent in some.MOSs). N
The;bénué has not as yet been u;ed as a recruitiné tool. - Surveys
indicate that most servi;e-age youths aré not'awére of its availability.
Tﬁus'fhere is coﬁéiderable scope fof increasing combat arms‘enlistments
if a three-year Bonus were advertised, perhaps en;ﬁgh to offset the .
mah-years 1o;t thfough reduqed four-yeaf enlistments. A $3000“bonu$
would.édd‘lh'to'l7 percént to- the presént di;countéa value of fifst-term
pay (perceived RMC) for a thrée-yeér gniiste;.[Z] If the supply:
vrespoﬂse tc this increment to pay were tﬁe same as to elements not tied
to combat arms service, the bonus could be expected.to add 10.4 to 26 9
percent to the supply of ellglble recruits. [3] In flsual years 1978 and
19zp Army enllstments of HSDGs in. mental categorles I- IIIb averaged
57,000, suggesting a possible response of 5,900 to 11,800. Even if
every recruit who would have takénAthe four-year bonus switche; to a
;hree-year tour, the additional recrui;é should be éufficient to.offset

[1] Data provided by Major Michael Bryant, Deputy Director,

- Enlisted Personnel Management, OASD(MRA&L). Major Bryant also provided
the information on bonus awareness and legislative proposals that,
appears below.

[2] The lower flgure assumes a zero percent real discount rate, the

higher a 20. percent rate. Because a bonus is paid early in the tour, it

. raises pay more the higher is the discount rate used.

[3] The lower figure assumzs a real discount rate of zero percent
and a pay elasticity of 0.75, the higher figure a 20 percent rate and an
elasticity of 1.25.

Y L 4**,5}'1__ S _,__#‘ B
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the- man-years lost, especielly if the reenlistmect.rate of bonus reci-
_pients is substaﬁtial. " V

In fect. the personnel shift would not be complete unless the
three-year bonus were the 'same size as the four-year. Legislation has
recently been proposed to Congress that would increace the maximum bonus
fcr four-year enlistees to $5000 anc would authofize bonuses fcr three-
year‘enlisteest If passed, the Army could attract substantial numbers

of new three-year recruits by offeriﬁg a bonus of perhaps $3000, without

.causing allfwould&be_four-year enlistees to choose:the shorter tour.

¥y

- RETENTION AND ATTRITION

There can be little doubt that postservice educational benéfits;

\

adversely affect retention of personnel past ghe first term. 1VEAP is

: . : [
even worse in this regard than was thefGI Bill because VEAP benefits,
once accumuiated,'can only decline in value.‘ GI B111 “benefit levejs
have been raised periodically to keep apcroxfmate pace with the cost of
living. The effect of educat10na1 benefit programs on. attrition is less
ciear. The VEAP kicker may reduce the attritien rates’of partlclpants,
cas argued above, and may attract more highly motivated recruits than
even the average high-quality recruit. The latter effect may even be
shared by.basic VEAP and he GI Bill, programs lacking quality restric-
tions. The precf§e effect on retention and attrition of ad& of the edu-
cational beﬁefit programe cannot be known, however, until the full
firstjtermvbehavior of th; early VEAP kicker recipients can be observed.

One attempt was made to determine the retention effect of the GI

Bill. In 1975, the Human Resoufces Research Organization (HumRRO)

reported the results of a stcdy of responses to the 1973 Survey of

C/)

\‘1 i_e_?.,,v,,,,_,,,,.,,‘,c R e e EER L L)
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Enlieted Persennel.[l] -It found that-amoﬁg first term enlisted person--
nel, those whe gave GI Bill benefits as the primér} reason fof ;heir
decisiqn‘eo enlist Wefevthree times more. likely than the evegage to
indicate that- they probably would not reenlist. Unfortuna;ely, beth
questlone were asked at a 51ng1e p01nt one wae metrospective,uéhe
»ocher,prOSpective.j'The re§pense to the question_on the reason for
enlisting may not reflect the frue'metive of the respondent at eﬁe'time
he entered the military, and the response to the reenlistment question

11 be an 1mperfect predlctor ‘of actual reenllstment behaV1or The’
service member who decides not to reenlist so he can go to college, for .
example, is likely to believe that he entered the military primarin to
qualify for Gi Bill benefits, even if his érue motive was something"
quite digferent.ﬁ'Reliance on.survey requnses;is always dangerous, but
here tﬁe problems are particularly seve;e.:'The HumRRO estimate thati
termination of the GI Bill wouid.increase the poel'of potential first
feenlietmente by 124percent[2].shou1d be taken as no more than a gross
approximation. Attemptlng to apply their results tobpredlct the reten—
tion effects of the VEAP klcker would be unproductlve

Both basic VEAP and the VEAP klcker must ‘have some adverse effect

on retention. One proposal for reducing the magnitude of this effecf is
to ellow VEAP benefits to be used while the enlistee is in the-ser-
vice.[3] fwo other refogms.to iﬁerease refention should be considered.
j First, the VEAP kicker could be replaced by a bonus for HSDG three-year
~ [1] Eisenman et al. (19}5). | ; | !

[2] Ibid., p. 40.
(3] OASD(MRA&L) (1980).
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= combat -arms enlistees. Some bonus recipients would have no desirée to

further their educations, and those who do plan to return to. school

could at least be watching their bonuses grow in interest-bearing sav-

ings accounts. As indicated above, the three-year bonus should also be

.

more cost effective than the kicker for attracting new recruits®

H

Second, the steady loss of purchasing powerfof the VEAP fund would be

: . v
reduced or eliminated if interest were offered on the fund, including
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this proposal are dis-

cussed in the concluding section of this note.
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~ . IV. VETERANS' EDUCATIONAL BENEFITS AND SOCIETY

.It is the purpose of this chapter (1) to provide educa-
tional assistance to those men and women who enter the
Armed Forces after December 31, 1976, (2) to assist 'young
~men and women in obtaining an'educagion they might not
otherwise be able to afford, ‘and (3) to promote and
assist the all volunteer military program of the United
States by attracting qualified men and women to serve in
the Armed Forces.[1]

_ . A S

This is the stated purpose of the Veterans' Educational Assistance

Program. VEAP'; purpose is not as broad as ghat ofvthe GI Bill, which
also included "prpviding ?ocational rgadjustéent and restoring losE edu-
oational Opportuﬁi;iescto those men and women wﬁose careers have beén
interrupted by neasoﬁ of agtive"duty,..aﬁd...aidiﬁg éuch personsﬁin
- -attaining the vBcétioﬁgl'and-educational ég@tus thch they miéht nor-
o . .
. ~ maliy'have'aspir?d to and obtaihed had they not served their-coqu
try."[21‘ Nonetheless, this. additional goal “apparently was.intenaea to
be subsu%ed withiﬁ (1). In its repgrt on the‘act'establishing VEAP, the
. Senate Veterans' Affai;s Committee affirmed its belief thaf."the beﬁe~
fits;dwhich ;ill be provided by chapter 32, will facilitate the transi-
" tion from military to civilian life that each service person musg ulti-
mately make;"[3]
The purpose of ;he-VEAP kicker.i; ﬁuch more narrole.definea; "The
Sécrefary is authorized to contribute to the fgha of any pafticipant

4

[1] 38 U.S. Code 1601.
[2] 38 USC 1651.
[3] ©.S. Senate (1976), p. 61.

Fa ks
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[1] 38 USC 1622(c).

“.such contributions as the Secretary deems necessary or appropriate to

v

encourage ‘persons to enter or remain in the Armed Forces."[1] The
kicker is a’recruiting tool only, notwithstanding its inclusion in a
broad program of educational assistance,

The preceding sections of this report examined only the enlistment

incentive aspect of VEAP and the VEAP kicker. This section considers

the other nurposes. VEAP (or any other program of veterans' educational

. assistance) offers a number of benefits to society, of which three are

preeminent. First, it.provides a source of:fhnds’to individua1s~wh0f

mlght not otherwise be able to attend college, or-to obtain vocational

'\
"

- training, or even to complete hlgh school. Second, military service

‘involves a'subst%ntial dislocation in the individual's life,'and-VEAP

assists him in resuming or attaining a position as a productive-member

of civilian society. Third, educational assistance programs such as

VEAP may enhance the welfare of society.as a whole and help promote

national goais of equality of opportunity. Veterans' educationar bene-
fits are not w1thout thelr costs, however, espec1a11y in peacetime,
exactly because they are tied to service in the m111tary After dis-
cussing.the three -areas of benefit, I retnrn to the issue of costs in

the final portion of this section.

EDUCATIONAL ASSISTANCE

In fiscal year 1978, GI Bill outlays totaled 03 1 bllllon making

the GI' Bill the largest single federal student a1d program In previous

 ~ o

e
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years the proportion of cotal.federal postsecondary student agsistance
provided by the Veteréns Acéministration was even larger: the Senate
Veterans' Affairs CommiFtee cited a figure of S? éercent for fiscal year
1976.[1] Although this proportion will uhdoubtedly decline as the shift
to VEAP takes effect, the federal gévernment will continue to target é ,
éubstantial portion of its student aid to véterans.

Have VEAP and, the GI Bill been effective in assisting, "young men -
and women in obtaining an é&ucation they might not otherwise behable to
afford"? There is no que§ti6n thai‘many veté;ans haQe be;n assisted:
al@ost'17.4 million.individualg had fegeiveg edﬁéational'assistance
under three GI Bills by April 1978,(2] and even though VEAP benefits are:
_much‘less»generous there wereLmbre than 8§‘thousand'VEAP_participénfs.on
qctive duty iA,January 1979.[3]. Veterans' educétional benefits havén
had. and will coqtinue'to have, a substantial efféct on. the level of
‘edﬁcational attainment';f the American pébpl;éé.

There is clear evide;ce that tﬁe.GI Bill aided predomigéntly thosé
who "might n;t,otﬁerwise be able to afford" ﬁigher education. O0'Neill
. and Ross have shown that b}acks and edqcagionally disadvéntaged veterans
‘made substantial use of fhe GI Bill, and that when meﬁtaI{test score and
previous schooling aré held constant, black veterans have used their GI
Bill benefits proportionateiy more than have nonblacks. [4] fhe American
~ [1] U.S. Senate (1976), p. 26.

[2] Veterans Administration (1978), p. 14
» [3] Veterans Admlnlstratlon and Department of Defense (1979),
P'~99t4] Voucher Funding of Tralnlng E A Study of the GI Bill, PRI }12-

76, Public Research Instltute, Arllngton Vlrglnla October 1 1976;
‘reported in 0'Neill (1977).

(&)
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Council or Education noted that "over-the 1ast 3 decades the GI“Bill has
been one of the mosTt 51gn1f1cant factors in extending educatlonal oppor-

tunities and ad1anc1ng career- prospects for dlsadvantaged and mlnorlty

c1t1zens.'[l] . We have as yet very little experience with the use of

“ VEAP benefits, Buc for all services combined)the VEAP partiéipation rate

[3

in 1978 among non-Spanish whites was substantlally *ower than among
blacks, Spanish whites, and others. [2] r The latter groups are, in_addij
tion; overrepresented in the military relative to their proportion of
tha totayﬂyouth population. If mambership in a tacial'orﬁethnic minor-
ity grbup is an indicator of.disadvantaée, then VEAP isfhelpihg most
those who need the most help.

Will the VEAP kicker also benefit ptlmarlly dlsadvantaged yohths7

The answer to thlS question is less clear. On the one hand, the kicker

“should appeal most to the same groups' who currently make the greatest

use of basic VEAP Moreover,;olacks (many of whom are disadyantaged)
are oﬁertepresented in the combat arms; the speciaities for which the
kicker is available. On the othet hand, the restrictioh of the kiche:
to HSDGs in mental categories I-IIIa aisproportionately disqhalifies
blacks. Biacks have 'lower high schoal graduation rates than do whites -
and tend to receive lower scores on the ASVAB.

Tha VEAP kicker is, of course, not the only benefit of m111tary
serv1ce that is dlsproportlonately avallable to whites. Cash enllstment

bonuses are similarly'restricted to HSDGs in mental categories I-IIIb,

[1] U.S. Senate (1976), p. 63. . . -

[2] Veterans Administration and Department of Defense (1979),.
p. 94. ' ‘ . K
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and specialties;thst offer training in skills transferable to the civi-
lian economy generally have high quality'standards, Nohetheless, the de
facto discrimination of the VEAP krcker presents eimore substantial
eQuity question because it‘is tied to en educational program, the pur-
pose of which is far broader than simply attracting'recruits’ ‘VEAP may
appeal prlmarlly to the groups of en11stees most in need of educat10na1

assistances but the kicker--a substantial addition to the benefits

¢ . -

available under basic VEAP--is' limited to those who are, in some
respects, least in need of it.

There can be no argulng about the intent of Congress in authorlzlng_
the klcker, but in tying the kicker.to VEAP it opened the entire program
to charges of 1nequ1ty Separating the klcker'from VEAP by,replac1ng it

with a straight'cash bonus, or opening it to a wider group of combat

arms enlistees, would do much to counter this criticism.

READJUSTHENT ASSISTANCE
.Facilitating the return to civilian 1ife of military veterans was a
major purpose of the GI Biil,'one that has been deemphasized, but not
forgotten, in VEAP. The GI Bill has had & significant effect in improv?
ing the job prospects of its partieipants. One study estimated that
postservice vocational training of éI,Eill recipients rarsed their earn-
ings by 10 percent.[1] On the question of whether readjustment assis-
tance was needed the evidenee is less clear: the well-publicized high

,unemployment rate of Vietném era veterans has been predominantly a
- \. . .

- - o

[1] 0'Neill (1977), p. 436.
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gram than the GI Bill, but with the end of hostilities in Vietnam and of

characteristic of younger veterans:[l] VEAP mdy be a less generous’ pro-

the draft, readjustment assistance probably is much less necessary today

o, . A

than it was$ previously.
) ) .

As a source of readjustment assistance VEAP has one serious flaw.
I't presupposes .that the individual is both aware that he will need

assistance when he leaves the service and willing to make sacrifices

while in the service in order to obtain that assistance. Those who are

‘most seriously disadvantaged may be least able to make those Sacrifices.

One point in the ‘favor of the VEAP kicﬁe;‘is thqt'it does enable indivi-

duals in military occupations with no civilian counterparts'to aéquire a -
substantial readJustment fund while maklng only the minimum 1nd1V1dua1
contrlbutlon allowed under VEAP. Again, of course, the quality restr;c-

tion on the kicker disqualifies many of'those who may be most in need of

readjustment assistance.  ° : ' : 9
- . . . .

BENEFITS TO SQCIETY

_Does society have an interest in providing a higher educétion to
some of its members, -and if so, why? As pointéd out . at-the beginning'of
this section, Congress did not intend VEAP (and the GI Bill) to be ;J )

merely an enlistment incentive. To complete the analysis of veterans'

educational benefits, we must answer this question.

e - [1] See, e.g. Congre551ona1 Budget Office (1978), v. 11; or, for
~an earlier view, Employment and Training Report of the Pre<1dent

(1976), pp. 179-182.

[
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State support of higher education is well established in this coun-

v .

try. - This suggests that the first part of.the question can be answered
affirqftively. There are undoubtedl& many reasons why we have c;IIeCf
tively‘chosen.pé make a(higher.edubatidn fairly iﬁexpensivé, but :in the
context of VEAP three are particula;ly important.  First, capitalﬂmark-
ets do not in geheral.allow~individuals to borrow against their future
earniﬁgs to finance collége.' Even though they could expect a college
eduﬁétion to enhance their earningg by more than the cost of that‘eduba-
tion, many individuals without substantial financial ;eéhrces ofztheir
ownior their parents to draw upon would be preécluded from seeking that
edu;étion if tﬁey had- to pay ité full cost. "Secénd, thehindividua} ﬁay
not capture all of the benefits of this éducaéion;LSOme benefité may
accrue to other members of society. .Third, state support of higher-edu-
;atfo;\helps make a reality.ofMthe ideal of'eqﬁélity of opportunity-by
ensuring that yogﬂg people neéd not have wealthy Rarents'in order to
obtain a -college dégree; | " |

In deciding whether to atténd school for one more year, an indivi-

dual will compare the discounted lifetime earnings he can expect to

. .

receive after that additional year -of education with the discounted sum

of his expected earnings without that additional year. If the differ-

b
®
ence between -the two is greater than the cost of the year's education

—

(including forgone earnings), he will want to invest in the additional

year. If his earnings reflect his contribution to national output, ,this
investment will also be desirable from society's viewpoint. The indivi-
dual may be uv:iiable to make the investment if he must rely on private

n 1 . . N = o

capital mdrkets for funding. quing'the cost of higher education to the:

©
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individual less than its full cost in terms of resources expended will
teng to improve society's welfare, as well as that of the individual.

Historically these costs have been reduced through subsidies to state

a

and private schools, through guaranteed and subsidized student Ioans

and through direct grants of aid to individuals. The GI Bill is an out-
standing example of the last, and VEAP offers the same advantages

'

Programs that reduce the-individual cost of higher education can

yield an additioral benefit when there are'unempioyed.resources‘in the
. . . o

economy. The increase in the individual's earnings resulting from the

addltlonal years of education  made possible by veterans' educatlonal

beneflts constitutes a f1sca1 stlmulus If there'are unemployed

resources available_the economy .can respond to this stimulus with an.

even larger increase in output, just"as it does td government spending
programs -and to the investments of private -industry in plant and equip- -

.ment. In times of full employment of course,fthls-stimulatory‘aspectv
of VEAP, the GI Bill, and other‘stndent aid programs may be inflation-

ary. ‘

. o . . . i T,
These two.sources of gain to society were. recognized by the Senate

Veterans' Affairs Committee in its 1976 deliberatfons. It noted that

o
3

"for_each‘dollar_spent_jn‘eduqational benefits...the Federal Government

has received from $3 to $6 in add1t10na1 revenues from veterarns whose

educatlon has given’ them increased earning capac1ty "[1] Although this

estimate is of undiscounted revenues, it 1nd1cates the size of the galn
4 . '
in. product1V1ty that GI B111 beneflt payments have induced:. 1In

o -
'

- [1]-U.S. Senate (1976), p. 26. - g
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addition, the increase in tak revenues or national output per dollar
expended under VEAP should he even greaterpthan under the GI Bill.
Because VEAP requires thelrecruit co make sacrifices while he or she 1is
in the service, it should appeal most to those who feel they have the
most to gain from furthereeducation.

Finaliy, programs that reduce the individual cost of higher educa-
tion help ensure equaiity of opporzunity in education. As noted ahove,

the GI Bill has ‘been claimed to be a maJor avenue for 1mprovement of

career prospects among dlsadvantaged c1t12ens in general and minority

group members in particular. Part1c1patlon rates by race under VEAP

indicate that thls new program may also play a significant role in

improving the opportunities of American minorities.

Examined against these three goals that educational assistance pro-

grams might be expected to achieve, the VEAP kicker does_not'fare SO

well. The "high-quality" youths singled out for assistance under the

kicker proéram may yieid a greater return to society's investment in
their edutatlon than would lower-~ quallty youths, but this has not been
demonstrated. The hlgh part1c1patlon rates of non- hlgh school graduates
in basic VEAP indicate that_they, at least, believe they havevmuch to

gain from further education. [1] ItﬂlS in its treatment of black HSDG

enllstees, however, that the VEAP klcker is "least attractive. The qual-

ity restriction of the kicker disqualifies 89 percent of all black.

e

(1] Although it has been convenient ‘to couch the preceding discus-
sion of educational assistance in terms of higher education, the argu-
ments apply equally well to the vocational training, adult educatlon or’
other programs that non-high school graduates might pursue.

t
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recruits, compared with only 70 percent ofunonblacks,[l] yet Ross and‘

0'Neill have shown that "black veterans gained much more than nonblack

Veterans from the vocational training they chose under the GI Bill."[2]
Although this by no means proves that the quality restriction leads to

an.inefficient use.of society's educational resources, it is suggestive
. and indicates tﬁe need for further research on the issue. Finelly, the
. VEAP. kicker does little to advahce the,goal ofeequality of opportunity

in education and in fact ‘appears to do just the opposite.

CO\CLUSIOVS

‘i from the VEAP kicker, veterar:' educational benefits ‘seem to
provicde a substantial benefit to society. What: justification, then, is
there for tying them to service in the military? If those individuals

¢ ) . .
who take advantage of veterans' benefits are such "deserving young per- -
. . :

sons, " [3] why are théy forced to give up;two or more years of their
£ ’

lives in order to obtain an education that the children of more affluent
families receive at much less personal cost? The only answer to these

.questlons seems to be that the services as currently structured require

#

substantial numbers of high-quality individuals in their enlisted renks.
Because the services require high-quality enlistees,;through the use of

the educaticnal assistance incentive they recruit them from the ranks of

<

[1] In contrast, openlng the kicker to mental category IIIb
recruits would drop the disqualification rate to 55 percent for black
recruits and to 51 percent for nonblacks. Allowing any HSDG recruit to
choose the kicker option would result in the disqualification of only 36
percent of blacks, and 46 percent of nonblacks. All percentages are
based on Army accession totals for flscal year 1979,

[2] 0'Neill (1977), p. 438.

[3] 38 USC 1651 (GI Bill: Purpose").
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thoseudisadvantaged youths least able to afford é higher education oth-
erwise, just as thg rest of accessions requirements are filled by those
young people whose civilian job prospects and earnings potentials are

particularly poor. In a draft environment veterans' educational assis-
tgn;e can reaﬁoqably be justified as compensation for the.disruption in

o ' ‘
individual lf@es caused by involuntary service. In the All-Volunteer

Force it is first and foremost--loftier‘stated purposes notwith-

standing--a recruiting tool.

R

/

(
~J
L'-&



ey

- 64 -

V. CONCLUSIONS AND RECOMMENDATIONS

The Veterans' Educational Assistance Program was intended to be a
reesonable teplacement>for the GI Bill, but the benefits it actually
'p;ovi&es ere comﬁ%nly overstated. It eas'hoped that the VEAP,kieker
would attract large numbers of high-quality recruits into the military,
but the probable respoﬁse to the kicker is quite modest. The VEAP

kicker might appear to be cost effective, but there are at least two

ol .
alternatlves that should be superlor Veterans' educational benefits

fulfill a useful role when viewed from “the standp01nt of SOLlety as a

\\

" whole, but that role is: Subverted by the VEAP klcker ~-
Simple comparlsonsbof total undiscounted benefits'éubstantially‘\
understate the deline the value of veterans' educetional bepefits that
took place when VEAP replaced the GI Billt. Proper comparisons must be

~based on the present discounted values of the benefits available under

'

“each program. Unfortunately, we cannot,unequivocally assign‘é PDV to

each program: assumptlons must be made about the extent to which young

people prefer current over future income (their time rates of dlscount)

v

and about their expectations with respect to inflation and future
increases in GI Bjll benefit levels. Thus, comparisons of the benefits

provided by the two programs must be expressed; as ranges.[1] A typical

o, “

B

(1] One important implication of this fact is that a time series
analysis cannot measure the change in enlistment rates due to the shift
to VEAP. Although possible in principle, it would be very difficult in
practice to construct a tinme series measure of the value of educational
benefits that spans the change 1n programs

3 ' ’

. A o 2
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three-year enlistee entefing the Army in January 1977 could expect to

receive educational benefits from VEAP worth no more than 44 percent,
and perhaps little as 4 percent, as much ;é tﬁose received by hié coun-
terpart who enlisted one month eariier>and so'Qualified for GI Bill
benefits.

The stétic.nature of VEAP--its benefits levels are figed in -nominal

terms--“combined with the accelerating inflation of recent years, has

caused the present value of veterans' educational benefits to decline

even further since 1977. Inflation erodes the value of VEAP benefits in.

.

two ways: (1) it directly reduces the constant dollar value of benefits
fixed in nominal terms; and (2) accelerating inflation raises recruits'
expectations about future price increases, and ‘therefore ' alsc raises

their nominal discount rates. One result of the operation of these two

" factors is that the present discounted value of basic VEAP may now be

negative; and even at a zero real discount rate, a potential recruit

would value the $5400 in government contributions at no moré than $2030.

A second result is that-.the Army offeriﬁg of a~$4000 kicker ‘combined
with basic VEAP is worth less, in present value terms, than was ‘the
$3000 kicker offered one year earlier. Also interesting are the ;ela;

tionships among the values of VEAP-plus-kicker for various tour lengths:

at low real discount rates the four-year package is worth more than the

.

three-yéar,'which is worth more than the two; at high real discount

rates, hqwevef, the order is reversed.
The uncertainties of potential recruits about whether they will use

the educatlonal benefits for whlch they quallfy, and about how much

those benefits will be worth when they receive them, reduce the values

]



<

ef VEAP benefits below the PDvs.calculated here. Most individuals are
risk averse, valuing a risky return at less fhan what they can expect .
(in the mathematical sense) to ‘receive. Again the static nature of VEAP
is in.part the culprit. Recruits eniisting under the GI Bill could look
forward to'cost-of-living increases ip the level of GI Bill benefits.

The probahle response ;to the current VEAP kicker is quite modest.
A 34000 kieker for a three-year enlistee adds only 5 to 10 pereent to

the present value of his first-term oercelved RMC plus bas1c VEAP. If

educatlonal benefits were viewed as exactly equlvalent to other elements
of pay by potential recruits, this pay ircrement might yield a response
by high-quality recruits of at most 12.5 percent. Educational benefits

probably are not viewed as equivalent to pay, howeVer, especially by the

more than half of current high-quality enlistees who show that they have

little interest Ain postserV1ce educatlon by not participating in basic

VEAP.. Thus the 12.5 percent max1mum response rate should be app11ed to

the smaller pool of college bound pc ential recrults, yielding a maximum

f

response 0f’6.2 percent‘ Because even this rate is based upon the most
favorable assumptions about discount rates and pay elasticities, a more

probable response is 2 to 4 percent. .

Even a small .response would be worth pursuing if the VEAP kicker

were more cost effective than other feasible incentive programs. The

same response could be achieQed at lowes cost,_however,‘if a bonus were
offered to three-year HSDG combat arms-en}ispees. A bonus equal in
present value (as-viewed by the recruit) to the VEAP-kicker would elim-
inate the effect of tﬂe recruit's pncertainty about his post-serﬁice

plans and about inflation. In addition, because DoD would use a much

74



lower real discount rate in cdmpuging the cost of future payments than
'Qould the typical recruit in computing their Galué, the equivalent bonus
from the point of view of tﬁe recruit would be much smaller than from
the viewbdint of DoD. Fog this and other reasons detailed in Section
III, the cost per additiongl recruit should be sigﬁificantly lower with
a bonus program than with‘the VEAP kicker.

‘ o .

A second alternative enlistment incentive program would be margin-

ally less cost effective than the current VEAP lkicker but should yield a

much larger response 6f well-motivated recruits. That program Eimply

eliminates the restriction of the kicker to mental category I-iIIa
recruits, which would opén the progréﬁ~td.many recruits who, although
not of high-quality as defined ﬁere, should still exhibit low first-term
attrition rates. -Lower-qualigy recruits enlisting for fhe llicker would
be demonstrating their commitments-fo completing their obligated tours,
~ and curfent provisions for crediting the kicker to the individual's VEAP
fund would provide a continuing incentive for recruits to successfully
comple;e their first tours. In addition, lowering the qﬁality standard
for the kicker would defuse charges of aiscrimination, which could be
raised égainst the kicker program because the'current standard dispro-
portionately disqualifies blacks and other miﬁérities.
- 'c Veterans' educational beﬁefits can help to raise the 'level of edu-
cational attainment of the American populace. Educational benefits can
"also ease tﬁé transition to civiliap life that each service member must
- make, aIthdugh with the advent of VEAP the enlisteermusé realize while
-'he_ig still in the service that he will later require.readjustment
y . -a;Siéténce.} ’ lf .
@ o _ : 5
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. ‘ Society haé'an interest in improving the education of ité members.
Without state subsidies, such as' those proviaed by veterans' educational
benefifs;‘individual investment iﬁ higher education probably would be
less thén optimal. Moreover, if there are ﬁnemployed resources ia the
economy the benefits accruing to society as a result of a veteran's
decision to further his education will exceed_th65e accruing to the .

9

individual: the fiscal stimulus provided by his enhar-~ed earnings will

induce further increases in national cutput. Finally, educational
assistance can help further the national goal of equality of opportun-

ity.

s

It is exactly because society as a whole gains from the educational
assistance provided by programs such as the GI Bill or VEAP that the
.rdesirability of requiring service in the military as a précondition for
receiving benefi;s can be called into questioq. Why is military sérvice
required? The only ansﬁer'seems to be that the services need substan-
tial nuﬁbers of the sort of well-motivated enlistees who are attracted
by educational benefits. VEAP may accomplish other nétionél goalg,'but

BN
it exists primarily because of the need for quality enlisted men. and

! . ) women.

o

Y

The current VEAP kicker program has no justificat:ion eXxcept as a

¢

recrui;ingitool. Lé is limited to the approxi~-+ely 25 percent of

]
recruits who are probably least in need of the assistance it provides,
" Unlike nany of their lower-quality fellow enlistees, most of the high-

quality recruits eligible for the kicker copld probably pursue success-
ful civilian careers without the assistance of the VEAP kicker. More-
- /

a2 ®

: i
sover, linking the kicker to basic VEA? opens the entire program to
. ' ]

\‘1« . : ' ' gy B ) :
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. rates. If in addition their

charges of inequity. This most generous feature of a major program of
educational assistance is closed to é majority of the youth population
based only on their supposed "qgality," a basis that is used in no other
major federal s}udent assistance program. That the excluded group is
made up disproportionately'of‘b}dcks and ofher mino;ity group membefs
leaves the program open to charées of discrimina;iqn. i i
Four recommendations for research and poiicy action follow from
thgse cénclusiéns. First, éérious’;onéideration should be given to
abandoning the VEAP kicker program in favor.of ;traight enlistmeﬁt-
bonuses. Second, if the kicker is retained it should be.extended to all
5

HSDG combat arms enlistees.” Third, the attrition and retention behavior

of current VEAP kicker participants shculd be carefully monitored.

Finally, interest should be paid on VEAP funds, includihg the two-for-

7 .
one matching funds and any kicker, at a rate linked to prevailing rates

-~

in the civilian economy.

[y

The arguments supporting the first two recommendations have already
been covered «t length. \The results of ;he examinatiOp of the reténtidn

and attrition behavior of ‘kicker pafticipanté should lend added Weighf

o

to the arguments for a switch to enlistment bonuses. It will probably

be found that vecruits choosing the kicker will reenlist at very low

o .

attrition behavior is found to be no better

than that of other high-quality combat arms enlistees, it will become

even clearer that the VEAP kibker is at best a short rin solution to -
\ S

recruiting difficulties.

One possibility to improve‘the attractiveness of basic VLAP is to

increase the rate at which individual contributions are matched; from

Fag ey
{
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two for one to three or four for one. Although thi; would undéubteﬂly_
increase VEAP'é appeal, it would do nothing to-correéf the more funda-
mental problems with the program that result from its static nature.
.Benefits to be paid in thé future that are fixe& in nominal term- s:mply
~dothot appear very attréctive in a yorld of rising prices. -

Thé sélution to the probisms resulting fromjinflation is to allow
the individual's VEAP fund to grow--to pay interest on the fund. Af
whaf rate should interest bé paid? Even a low fixed rate, such as that
available on passbook saVings accountg, might be quite gppealing.
Although this would be largely a cosmetic change, it would at least make

VEAP look more like the savings plan it was intended to be.

A more fundamental and effective reform would be to link the

+

_interest paid to a rate that is not fixed by law--as the passbook rate

is--and that can therefore rise and fall with thé_raté of inflation..

One obvious rate to choose is the rate of incgease:in the CPY; perhaps
more acceptabie politically wouidvbe a link to some neasure of the cost
of highef education. wgatever rate is chosen, three benéficial effects
wou1d resu1t. vFirst,.the;cost'assdciated with a recruit's decision to

disenroll from VEAF would be 1a;ge1y_e1iminated: the money refunded to

o

hir would buy as much as Qhat“he had contributed. Second, one source of

the strong incentive to leave the service at the end of the first term

would largely disappear becausé the value of'the VEAP fund would no

longer be eroded by inflation during a subSéqugnt tour. Fihally, the
. - . ' : s v . .
link would reduce or eliminate the recruit's uncertainty about: the ulti-

¢

mate value of his educational benefit fund. For the typical risk averse
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recruit, this feature couiH.gfeatly increase the attractiveness of the
grogram. |

Static programs such as the Veterans' Educatiogal Assistance Pro-
gram stand little.chanue of success in: the dynamic, inflationary economy
of today. Not‘only Fhe(actual‘erosion of purchasing power of the VEAP
furd but the expected futurg erosion make enlisting in the military for
the purpose of obtaining educational assistance a rather ﬁnappealing
prospect now for all but the most disadvantaged young persoﬁ. Pefiodid

increases in benefits, such as the increase in the three-year VEAP

. kicker from $3000 to $4000, can stem thg_actual erosion. They do lit-

tle, however, to easelthe potégtialvrecruit's fears that the two years
of college he could finance if he had the $5400 government contributions
to VEAP now will be only one ‘year or'iess when he leaves the se;vice;

If promises of future paymeﬂgs are to be used aé enlistment incentives--
and much of the analysis of this,s;udy suggasts that they should not .
be--the promises nust be.exbressed in terms of what can be Bought with

the benefiis and not ia terms of current dollars.
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